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TUESDAY, JUNE 18, 1957 | 
173 
‘ Unirep Srates SENATE, . 
P ComMITTEE ON FINANCE, . 
26 Washington, D. C. | 
186 The committee met, pursuant to call, at 10:10 a. m., in room 312, 
Senate Office Building, Senator Harry Flood Byrd (chairman) pre- 
siding. 


Present: Senators Byrd (chairman), Kerr, Frear, Long, Smathers, 
Anderson, Douglas, Gore, Martin, Williams, Flanders, Malone, Carl- 
son, Bennett, and Jenner. 

Also present: Elizabeth B. Springer, chief clerk; and Samuel D. 
MclIlwain, special counsel. 

The CHarRMAN. The committee will come to order. 

The Senate Finance Committee, by resolution, today is undertakin 
to make a complete study of the financial condition of the Unite 
States, including— 

(1) The revenue, bonded indebtedness, and interest rates on 
all public obligations, including contingent liabilities; 

(2) Policies and procedures employed in the management of 
the public debt ant the effect thereof on credit, interest rates, 
and the Nation’s economy and welfare; and 

(3) Factors which influence the availability and distribution 
of credit and interest rates thereon as they apply to public and 
private debt. 

This will be the first full-dress examination of our fiscal and mone- 
tary policies since the one conducted by the Aldrich Monetary 
Commission in 1908. 

The immediate occasion for this study is the existing credit and 
interest situation and, more important, inflation which has started 
again with its ominous threat to fiscal solvency, sound money, and 
individual welfare. 

Legislative matters relating to Federal revenue and debt, tariff and 
trade, and social security and pensions are under the jurisdiction of 
this committee. In the discharge of its direct responsibilities with 
respect to these subjects, the committee has become convinced that 
serious conditions exist in the areas to be studied, and that these 
conditions have exceedingly dangerous potentialities. 

It is the purpose of the committee to explore these areas, examine 
the conditions, determine the cause, and, so far as possible, find the 
remedies. 

To make such a study complete, the committee must examine fiscal 
and monetary policies, mark the distinctions between them, and study 
their relationships, one to the other. 
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2 FINANCIAL CONDITION OF THE UNITED STATES 


The hearings incident to this study are opened today against a 
background of historical facts, documented developments, and obvious 
conditions which are of grave concern to the country and to every 
individual citizen. 

Some of these facts, developments, and conditions which necessarily 
must be examined by the committee may be summarized as follows: 

Generally speaking, the United States maintained itself on a pay- 
as-you-go basis until 1932. The principal exceptions were periods of 
war, and until World War II we hastened to pay off our war debts. 
For example, after World War I, we paid our war debt down to $16 
billion. 

But, for the quarter of a century since 1932, the Federal Govern- 
ment has been virtually on a deficit-financing basis in all but 5 years. 
We have been at peace three-fourths of that period. 

Now our direct Federal debt is approximately $275 billion. This 
direct debt is practically even with the statutory debt limit which this 
committee has preserved as a safeguard against even greater excessive 
spending. 

In addition to the $275 billion in direct debt, there are more than 
$250 billion in contingent liabilities, and effort will be made on this 
committee to determine to what extent these contingent liabilities 
may become an actual charge on the Treasury. 

State and local debt have been rising steadily since 1946. All 
public debt, Federal, State, and local, is now estimated to total more 
than $325 billion. 

Debt increase has not been confined to public operations. Private 
and corporate debt also has been on a constant rise. Commercial 
bank loans are now at their alltime high. 

All debt in this country, estimated as of last December by Treasury 
Department officials, totals nearly $800 billion: 


Billion 

I a a a Ne rence ct ements ln ehh ins $253 
a ne a: cm osm ema’ 213 
Soh RR RN LOE Se eB ed SE SE Sh SI ie nl a So mee 
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a elk i oh Si 793 


This is an increase of $200 billion, or about 33 percent, in 4 years. 

With only temporary exceptions to the rule, Federal expenditures 
have been ‘constantly rising, and in recent years—since 1954—the 
greatest increases have been in strictly domestic-civilian programs; 
not military and foreign aid. (See table on p. 4.) State and local 
governments have been following suit. Combined Federal, State, and 
local expenditures from tax revenue, miscellaneous receipts, and bor- 
rowing are running to a total of more than $132 billion annually. 

In the past 25 years we have raised Federal taxes to their alltime 
high in both rate and take. Now, 4 years after the Korean war, we 
are still practically on a wartime Federal tax rate. 

State and local taxes are rising steadily. Total receipts—Federal, 
State, and local—are now estimated at approximately $110 billion 
for fiscal year 1958, as compared with the pre-World War II total of 
$14.6 billion in 1940. (These figures exclude State and local miscel- 
laneous receipts from such sources as business-type activities. ) 

As a measure of magnitude, it may be noted that taxes are now 
nearly equivalent to one-third of the national income as reported by 
the United States Department of Commerce. 
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FINANCIAL CONDITION OF THE UNITED STATES 3 


This committee is vitally concerned with the question as to how 
long our economy can absorb taxation of these proportions and still 
provide the stimulus of the profit motive necessary to the free enter- 
prise system. When the currently continuing Korean war taxes 
were imposed on corporations, Mr. C. E. Wilson, formerly president 
of General Electric Co., said these rates could not be endured in- 
definitely by American industry. Mr. Wilson made this statement 
in testimony before this committee as Chairman of the Office of 
Defense Mobilization. 

The committee is equally concerned over the question as to whether 
we can risk even higher taxation or debt which is likely to result from 
ern spending at the Federal, State, or local level, or all down 
the line. 

This committee can never lose sight of the fact that the Govern- 
ment’s integrity depends upon a stable currency. This involves 
not only the value of the money with which the Government redeems 
its own bonds, but it involves also the savings, pensions, life insurance, 
and so forth, of the people of the Nation, which can be kept intact 
only bya stable dollar. 

When the Government increases expenditure programs, it con- 
tributes to the inflation spiral and thereby increases costs, and perhaps 
the cost of living, taxes, and debt. Secretary of Defense Wilson 
recently demonstrated the effect of inflation on the cost of Govern- 
ment in the military field. He said it will take $38.5 billion in fiscal 
year 1958 to buy what $33.4 billion bought for defense in 1954. 

The committee cannot overlook the fact that responsibility for 
sound currency is a prime responsibility of the Central Government. 

May I divert briefly from my prepared statement. I will give you 
the record of one of the greatest inflationary periods in our Nation’s 
history, from 1940 to the present date. ‘These are official Govern- 
ment figures from the Departments of Treasury and Labor and the 
Federal Reserve Board, as compiled by the Treasury Department. 

It should be noted that in this table the Treasury Department has 
used a Consumer Price Index based on 1947-49100 and the decline 
in the purchasing power of the dollar is shown on a base of 1939=100. 

A more proper comparison would show both on the 1939=100 base. 
On this basis the 1939 Consumer Price Index figure would have been 
100 and the April 1957 figure would have been 201.3, and the index 
figures between would have been higher accordingly. But there would 
be no difference in the increase span or in the percentages of increase. 

There is reason to assume there will be further references to the 
figures in this table as compiled by the Treasury Department. It is 
desirable to keep the record both consistent and accurate. So with 
this notation relative to the figures in this table, I shall use it without 
requesting conversion of the Consumer Price Index to the 1939=100 
base at this time. My purpose is to trace the development of inflation 
since 1940, and the table, as it stands, will serve that purpose. 

(The table referred to follows:) 


{ 
| 
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Consumer prices (1947—49=100), purchasing power of the dollar (1989=100), 
and selected factors affecting prices, 1939-57 


























| 
Consumer prices Purchasing power | Federal sur- | Money supply (in 
of dollar! | plusordeficit | billions of dollars) * 
Calendar years | | (in billions 
| | of dollars)? 
Price index | Percent | In cents | Change Total Change 
|(2967-40-= 100) | change in cents | 

DE Ts satnaenes | 100.0 |_.. : | —3.9 See : 
59.9 +0.8 | 99. 2 —0.8 | —3.9 | 42.3 +6. 1 
62.9 +5.0 | 94.4 —4.8 | —6,2 48. 6 +-6. 3 
69.7; +10.8 | 85. 2 —9.2 | —21.5 62.9 +14.3 
74.0 +6. 2 80.3 —4,9 | —57.4 | 79. 6 | +16.8 
75. 2 +1.6 79.0 —1.3 —651. 4 | 90. 4 +10. 8 
76.9 +2.3 77.2 —1.8 | —53.9 | 102.3 +11.9 
83. 4 +8. 5 71.2 —6.0 —20.7 | 110.0 +7.7 
95. 5 +14. 5 62.2 —9.0 | +.8 113.6 +3. 6 
102.8 +7.6 57.8 —4.4 | +8. 4 | 111. 6 | —2.0 
101.8 —1.0 58.3 +.5 | —1.8 111.2 —.4 
102. 8 +1.0 57.8 —.5 | —3.1 | 117.7 +6.5 
111.0 +8.0 53. 5 —4.3 +3. 5 | 124. 5 | +6. 9 
113. 5 +2. 3 | 52.3 —1.2 —4.0 | 129. 0 | +4.5 
114.4 +.8 | 51.9 | —.4 | —9.4| 130.5 +1.5 
114. 8 | +.3 61.7 | —.2 —3.1 134, 4 +3. 9 
) __ SRY Saw aitleds 114.5 —.3 | 51.9 | +.2 | —4,2 | 138. 2 +3. 8 
iN aa i 116. 2 +1.5 | 51.1 | —.8 +1.6 | 139.7 +1.5 

April | | | 
FOB. oni nwttibidebieiid $68. D ladita ksi GRIF isisncdaid Qy¥FFurenrd see (OAS hint sd... 
is tale meee 119.3 +3. 8 49, 8 | Te ats wlio es 4 135. 2 | +.8 

| | | 





1 As measured by BLS consumer price index, assuming purchasing power at 100 cents in 1939. 
2 Fiscal year ending June 30 of year shown. 

3 Currency outside of banks and demand deposits adjusted, end of December. 

4 Seasonally adjusted. 


Source: Department of Labor, Treasury Department, and Federal Reserve Board. 


The CuatrMan. So we see that the Consumer Price Index from 
1939 to 1957 increased by more than 100 percent while the value of 
the dollar declined by more than 50 percent. It went from 100 cents 
down to 49.8 cents and the loss is continuing. 

I am aware that a number of factors contribute to inflation, and 
all of these must be carefully evaluated. 

The conditions I have just mentioned stand forth by the record. 
The record shows further that the combined tax burden of the 
Federal, State and local governments has increased 8 times in 17 
years, and that the combined State and Federal debt has increased 
in that period from $63.3 billion to $325 billion, exclusive of contingent 
liabilities. The record certainly indicates that there is need in the 
public interest for an exhaustive inquiry to be undertaken to deter- 
mine the cause, the effect, and the remedy. 

I will, then, go back to my prepared statement. 

The squeeze of this inflation, even at this point, is being felt 
seriously by individuals of fixed incomes, and in businesses which 
cannot pass on inflated costs. The cost of living, as we all know, 
has increased steadily for 8 consecutive months. 

Actually, confidence in the American dollar is the principal deterrent 
in the world today to Russian aggression. The pages of history detail 
the stories of nations which have been wrecked by unsound fiscal 
policies and debased currencies. If the value of the dollar continues 
to drop at the rate of 2 cents a year, as it has in the past year, it will 
be worth only 25 cents in 12 years, as compared to the 1940 dollar. 

This committee wants to know the casues of this new inflation, and 
it wants to find the remedy before the consequences become disastrous. 

The committee has reason to be concerned also over the fact that 
the cost of money is rising. The Federal Government offered 3% 
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percent interest on a recent 5-year bond issue which was not fully 
taken despite the highest interest rate in 34 years. 

The committee has been watching the cost of interest on the Federal 
debt for some time. Interest is now taking more than 10 cents out 
of every tax dollar collected from American citizens. It amounts now 
to more than $7 billion annually. If the Federal debt were refinanced 
at 3% percent interest, it would cost taxpayers $10 billion a year, 
or an increase of $3 billion in interest. 

Interest paid by the Federal Government is taken as a standard, and 
refinancing any substantial part of the nearly $800 billion total debt 
in the country at a percentage of increase in interest comparable to 
that already offered by the Federal Government is a matter of general 
concern. It would place new burdens on all taxpayers and consumers. 

There is obvious need for appraisal in all of the areas covered by 
the resolution under which the committee is working, to determine 
to what degree the present prosperity is sound. 

The committee would be remiss in its duty if it did not examine 
the possibility of a recession even though it may be a minor one. 
Few people realize the great effect levels of income have upon budget 
receipts. For example, if present corporate and personal income 
levels dropped to the level of only 2 years ago, that is, the 1954-55 
level, the currently estimated budget surplus, according to Mr. Colin 
F. Stam, of the Joint Committee on Internal Revenue Taxation, 
would be converted to a deficit of $12 billion. 

With the Federal debt at its present precarious heights, miscue 
in its management can be costly. The same sort of tremendous 
responsibility rides on actions through the Federal Reserve System. 

It is easy for a nation indulging in excessive expenditures, taxation, 
debt, and credit to close its eyes to reality. It is easy to charge the 
whole matter off to growth. But the growth of our Nation is not 
commensurate with the burden we have undertaken. 

In this statement I have touched on only some of the matters of 
vital concern which prompted this study. From its years of experi- 
ence with the fiscal affairs of the Nation, the Senate Finance Com- 
mittee is acutely aware of the importance and complexity of its work, 
and it approaches the undertaking with a consciousness of its impli- 
cations. 

It is the committee’s purpose to conduct an objective examination 
to clarify the situation and be helpful in the effort to avoid further 
inflation, and to establish sound fiscal principles flexible enough to 
meet possible recessions as well as increasing prosperity. 

As chairman of the committee, it will be my purpose to see that 
each member of the committee is afforded opportunity to develop all 
phases of the vital questions before us. It is the desire of the chair- 
man that the discussion at public hearings be completely free, so that 
out of the wisdom of the individual Senators may come helpful con- 
tributions, and out of the collective wisdom of the committee may 
come constructive recommendations. 

The fact that the committee is composed of men of great capacity, 
and long training in business and fiscal affairs, is a source of pride 
and confidence to the chairman. We open these hearings sincerely 
hoping that the effort will be worthwhile. 

For the record, and the information of the witnesses and the public, 
the committee has agreed to the following rules of procedure: 
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1. The witness will not be interrupted while he is presenting his 
prepared statement. 

2. Questioning by members of the committee will be in order of 
seniority, beginning with the chairman, followed first by the ranking 
Democratic member, then the ranking Republican member, and so 
on, until each member has had an opportunity to interrogate. 

3. No Jimitation on time will be imposed on a Senator during the 
first round of questioning of the committee. 

This resolution was adopted by the committee unanimously. 

4. In addition, no Senator will be asked to yield part of his ques- 
tioning time to another member. However, one Senator may yield 
his entire time to another member for questioning if he so desires. 
The Senator yielding will take the turn of the member to whom he 
yields. 

The first witness is Hon. George M. Humphrey, Secretary of the 
Treasury. 

I want to say to Mr. Humphrey, as I said recently on the floor of 
the Senate, I deeply regret his resignation as Secretary of the Treasury. 
My close association with him in the past 5 years has impressed me 
with his great ability and his high patriotism, and I am sorry to think, 
Mr. Secretary, that at the end of these hearings we will no longer 
have you before the committee as you have come so frequently in 
the past. 


STATEMENT OF HON. GEORGE M. HUMPHREY, SECRETARY OF 
THE TREASURY 


Secretary Humpurey. Mr. Chairman, | appreciate very much 
indeed your very kind personal remarks, and I am very glad indeed to 
have this opportunity to be here to appear before this committee 
just before I leave the Government service, to try to be as helpful as 
I can in discussing with you the serious problems that you, Mr. 
Chairman, have outlined all of which I recognize and which I believe, 
as you have suggested, are subjects of the most serious import to our 
country, and deserve the most serious thought and consideration of 
this committee. 

Broadly speaking, your study relates to the financial condition of 
the United States. 

(Discussion off the record.) 

Secretary Humphrey. I was just saying that in order to assist 
you in this inquiry, it seems appropriate that I provide a statement 
as to the problems we have faced, the goals we have set, and the record 
of our accomplishments in the past 4 years. 

This is a record of a prospering America with new high levels of 
employment, rising income, and increasing purchasing power. It is 
a record of more and better jobs, more homes, more cars, more leisure, 
and more recreation. It is a record of unequaled prosperity with both 
the blessings and the problems of such a period. 

Last year an average of 65 million of our people were gainfully 
employed, an increase of 3,700,000 in only 4 years. During the same 4 
years, unemployment has averaged only 3.8 percent of the civilian 
labor force compared to 4.1 percent during 1949 through 1952, and 15 
percent from 1937 until the beginning of World War II. 

The present low level of unemployment has been achieved although 
the civilian labor force has increased from 63 million in 1952 to 68 
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million today. For the first 5 months of this year, unemployment 
has averaged about 3.7 percent. 

The record of the past 4 years is also a record of rising levels of 
living, widely shared. During this period, average annual family 
income, after Federal income taxes, has increased from less than $4,600 
to an estimated $5,200, an increase of about 12 percent, even after 
eliminating the effect of price changes. 

In 1956, the average family purchased 12 percent more goods and 
services, in real terms, than in 1952. 

Almost 5 million families have moved into new homes since 1952. 
Almost 30 million families own their own homes today, an increase of 
13 percent in only 4 years. 

The number of homes with electric refrigerators has increased from 
38 million to 45% million, accounting for 96 percent of all wired homes. 
In only 4 years, the number of homes with food freezers has increased 
from 5 million to 8% million; the number with clothes dryers (either 
electric or gas) from 1% million to 5% million, and the number with 
television sets from 21 million to 38% million. The number of families 
owning automobiles has increased from 31 million to 37 million. 

This growing prosperity has extended to nearly all segments of our 
society except the farmer. The postwar adjustment in farm income 
has only recently been reversed, with a small increase last year for the 
first time in several years. 

Farm income per worker last year was $1,862, up $151 from 1955. 
Farm prices have been rising moderately in the last few months, and 
on May 15, were up 3 points above the level of a year earlier. 

The objective of this administration is to enable our farm families 
soon to share more fully in the record prosperity which characterizes 
the rest of the economy. 

The record of the past 4 years is one of great enhancement in per- 
sonal financial security. The number of life-insurance policies in- 
creased from 219 million 4 years ago to an estimated 265 million in 
1956, an increase of 21 percent, and the number of persons covered 
by hospital insurance increased from 91 million to 112 million, or 
23 percent. 

ime deposits in banks and share accounts in savings and loan 
ussociations increased from $79 billion to about $112 billion, or 41 
percent, and the estimated number of shareholders in American 
industry increased from 6% million to more than 8% million people. 

The record of the past 4 years is also one of increased leisure. 
There has been a 19 percent increase in the amount of time Americans 
took for their vacations—85 percent with pay. 

About 55 million of our people visited national park areas last year, 
an increase of 30 percent in the Jast 4 years, and approximately 60 
million are anticipated for this year. 

Now, this great increase in the income, the living standard, the 
recreation, and security of our people has been achieved at a time when 
there has been a substantial contraction in defense expenditures. 

Our free economy has again demonstrated its ability to absorb the 
reductions in Government expenditures not by contracting, but by 
expanding employment and the living standards of our people. 

The record of the past 4 years has been one of unequaled investment. 
The Nation has devoted a vast amount of its resources to improving 
and enlarging its productive capacity. 
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Businesses have spent an alltime high of $152 billion on new plant 
and equipment, compared with $123 billion in the preceding 4 years. 
This record volume of capital outlays has provided a dramatic answer 
to those who would contend that our economy would run down without 
the artificial stimulus of chronic deficit spending and the backlog of 
private demands deferred by the war. 

Outlays to make better provision for needed public facilities have 
also been at very high levels in recent years. Total public construc- 
tion in 1956 was $13.4 billion, 23 percent above 1952 levels, and educa- 
tional construction outlays during this same period increased 56 
percent, from $1.6 billion in 1952 to $2.5 billion in 1956. 

The increased confidence of our people and of our business concerns, 
that they will be free to determine their own course—free from 
unnecessary regulation or harassment—greater confidence in the 
stability of our Government and the wider distribution of purchasing 
power, have encouraged our consumers, our homeowners, our business 
concerns, and our communities, to plan for the future, and to buy the 
automobile, or the home, to build the factory or the schoolhouse, that 
a brighter future justifies. 

Thus the record of the past 4 prosperous years has been characterized 
by the many blessings of widely shared prosperity—but it has also been 
beset by one of the problems of prosperity. 

The tremendous outlays to expand our public and private facilities 
have required financing, and this has inevitably given rise to a heavy 
demand for borrowings. With growing confidence on the part of 
lenders as well as borrowers, there has been a rapid increase in the 
volume of both long- and short-term credit. 

Almost all of this increase has come from savings and not from an 
increase of money supply in the banks. Nevertheless, there has been, 
and is, the ever-present threat of rising prices. 

The monetary policies of the Federal Reserve and the fiscal policies 
of this administration have been designed to encourage the growth of 
the supply of goods (as the foregoing figures indicate), but not to 
encourage excessive credit expansion. 

The cost of living has risen an average of only six-tenths of 1 percent 
per year for the past 4 years, as compared with an average increase 
at the rate of about 7 percent per year for the preceding 13 years. 

In short, the rise in prices during this administration has been at 
only one-tenth the average annual rate of the preceding 13 years. 
Even this rise is more than I like to see, but it is a record of far better 
price stability than in many years. 

Nevertheless, prices have been rising a little faster for the past 12 
months, and the threat of renewed inflation, which had been so 
severe from 1946 to 1952, is perhaps our most serious domestic 
economic problem. 

The greater increase in demand for credit than in the supply thereof 
has inevitably brought about higher interest rates. 

The record of the past 4 years is one of sensitive and flexible adjust- 
ments to the release of controls, and to the return to free markets, an 
accommodation of the post-Korea curtailment in military spending, 
and of a free market’s emphasis first on housing, then automobiles, 
and now on new plant construction with continuous improvement in 
the total economy. 
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It is a record of encouraging savings and investment in increased 
"mie ge capacity, of encouraging an adequate volume of credit, 

ut of not encouraging that excess of credit which, in a period of 
high employment, could only penalize our people by bidding up 
prices without increasing production. 

It is essentially a record of flexible and quickly adjusting fiscal and 
monetary policy designed to continue the sound improvement in levels 
of living, widely shared, which is the wonder and ambition of all the 
rest of the world. 

It is a most significant record, important to us all, because the 
monetary activities of the Federal Reserve System and the fiscal 
activities of the Treasury affect the wages, the standard of living, and 
the savings—indeed the entire financial well-beimg—of each one of 
our citizens. 

It is above all a record of the renewal of widespread confidence of 
the people in the preservation of their individual freedom of choice, 
in their jobs, in their right to the enjoyment of the fruits of their own 
initiative and endeavor, and in the security of their savings. It is a 
record of renewed confidence in the security of our country. 

Feeling as I do that there should be the widest possible public 
interest in this subject, and feeling such a deep pride in what this 
administration has done and is doing, I welcome this opportunity to 
speak to your committee and, through you, to the more than 171 
million Americans whom the Congress represents. 

Let me review the major policies of, and the fiscal actions taken by, 
this administration since we took office in January 1953. 

In discussing fiscal, monetary, and credit policies, as I am doing 
today, I do not want to give the impression that they alone can 
prevent inflation and assure economic growth. They are, however, a 
aoe. of the present inquiry and I shall concentrate my attention on 
them. 

Certainly if they are not sound, there is little chance for sound 
money and sound long-term economic growth. 

As a preface to our present policies, let us review the situation as it 
existed when we came into office. We came in in 1953. 

The direction in which we had been going was as follows: 

You will recall the tremendous changes that had occurred in the 
period before 1953. In 10 of the 13 fiscal years from 1939 through 
1952, the Government operated at a deficit, as it had in the preceding 
9 years. 

Largely as a result of World War II, the Federal debt increased in 
only 13 years from $47.5 billion at the end of 1939, to $267.5 billion 
at the end of 1952. Those are figures that to me are simply astounding. 
It is attributable to a war period, but a debt going from $47.5 billion 
to $267.5 billion, in only 13 years. 

The interest charge on this indebtedness had grown from an annual 
rate of $1% billion per year in December of 1939, to $6% billion in 
December of 1952, an average increase in interest cost of almost $400 
million per year. 

In 13 years, annua] Federal taxes had increased from a little less 
than $5 billion in 1939, to almost $65 billion in 1952. This amounted 
to an increase in the average tax burden of each American citizen from 
$36 in 1939, to $413 in 1952. 
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The conditions which we faced when we took office in 1953: 

When this administration came to office in January of 1953, we 
faced: 

1. A Federal debt equal to 89 percent of our annual national income. 

2. Budget expenditures of $74.3 billion for fiscal 1953, and proposed 
budget expenditures, a prepared and then existing budget, of $77.9 
billion for 1954. 

8. A budget deficit of $9.4 billion for 1953, and a planned deficit of 
$9.9 billion, almost $10 billion, for 1954. 

4. A continuing spiral of inflation which had reduced the purchasing 
power of the dollar from 100 cents in 1939 to 77 cents by 1945, and 
down to 52 cents by 1952. 

In appraising these conditions and the course to pursue, we were 
influenced by a recognition of the overpowering importance of pre- 
venting other devastating postwar inflation which, prior to 1953, 
the Government was attempting to control by inadequate means. 

Now, what were our goals? 

Within less than a month of his taking office in 1953, President 
Eisenhower, in his state of the Union message, called attention to 
the “inescapable need for economic health and strength,’ and he 
stated: 

Our immediate task is to chart a fiscal and economic policy that can— 

First, reduce the planned deficits and then balance the budget, which 
means, among other things, reducing Federal expenditures to the safe 
minimum; 

Second, meet the huge costs of our defense; 

“ Third, properly handle the burden of our inheritance of debt and obliga- 
ions; 

Fourth, check the menace of inflation; 

Fifth, work toward the earliest possible reduction of the tax burden; 

Sixth, make constructive plans to encourage the initiative of our citizens. 

Let us review these goals and our efforts, our difficulties, and our 
accomplishments to date, in following them. 

The first objective was to reduce the planned deficits and then 
balance the budget. 

To what extent have we accomplished this goal? 

1. We first reduced and then entirely eliminated planned deficits. 

The budget in effect when we took office in 1953 produced a $9.4 
billion deficit, and the budget proposed for the fiscal year 1954 called 
for a $9.9 billion deficit. Our administration immediately went to 
work, with the help of the Congress, to reduce the planned deficit for 
fiscal 1954, and indeed the final deficit ($3.1 billion) was only one-third 
of that anticipated by the prior administration. 

Without the largest tax cut in our Nation’s history, the budget 
would have been balanced in 1955. However, in view of the tran- 
sition resulting from the reduction in military spending, and antici- 
pated further reductions in spending which in fact materialized 
concurrently with our action, we were able to pass some of the savings 
from our reduced expenditures back to the people, even though this 
meant another year’s delay in achieving a balanced budget. Fiscal 
1955 was, however, the last year of deficits. 

2. We have balanced the budget. 

By fiscal 1956, we had entirely eliminated deficits, balanced the 
budget, and completed the year with a surplus of $1.6 billion. 
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The 1957 budget will result in another surplus, and the budget pro- 
posed by the President for 1958 provides for a third successive surplus 
for the first time in 25 years. 

3. We have reduced Federal expenditures. 

Federal expenditures were reduced from $74.3 billion in the in- 
herited budget of 1953, to $67.8 billion in 1954, and down to $64.6 
billion in 1955. As a result of additional programs authorized by the 
Congress, substantial pay increases, and the need for increasingly 
expensive military equipment, expenditures increased slightly in the 

ast year to $66.5 billion, with further increases anticipated to $68.9 
illion for 1957 and $71.8 billion for 1958. 

The 1957 budget is nearly $5.5 billion below the budget we inherited 
in 1953, and is but 16 percent of our current gross national product 
now as compared to 21 percent in 1953. 

The second objective was to meet the huge costs of our defense. 

Major eatin security expenditures have been reduced from $50.4 
billion in 1953, to $46.9 billion in 1954, to an estimated $41.0 billion 
in 1957, with a proposed $43.3 billion in 1958. 

This reduction has been achieved despite the fact that, though not 
at war, we are still engaged in a titanic contest which requires not 
only the expense of preparedness, but extremely expensive research 
and development. 

Such research is necessary to assure preparedness for tomorrow, 
and the days beyond, in the terrible race for primacy in the most 
onenpete transition from old to new weapons in the history of the 
world. 

While our fantastically costly weapons of tomorrow are still in the 
expensive research and development stage, we must continue to main- 
tain our maximum strength in the weapons of today. This means 
that during the transition period we must support increased costs of 
two systems of defense. 

We have met these huge costs with a balanced budget and with a 
reduced tax burden. We have provided the necessary large amounts 
of expensive and revolutionarily new equipment needed for our national 
safety, greatly expanded our productive facilities, and at the same time 
enabled far more capital and labor to be directed toward building 
more cars, more houses, more of all of the good things our people 
need and want. 

Our third objective was to properly handle the burden of our inherit- 
ance of debt and obligations. 

As you have invited the Under Secretary, Mr. Burgess, to meet 
with you, I have asked him to report to you in detail on our handling 
of the debt. 

In preface to his remarks, I might say that the management of $275 
billion of debt is not a simple assignment under any circumstances. 
The Federal Reserve’s proper withdrawal from the pegging of the 
Government bond market, which withdrawal was the most. effective 
single action taken in the battle against inflation, has made it more 
difficult to manage debt operations than it was when a fixed rate was 
assured. 

Had such a policy continued, however, the resulting inflation would 
eventually have produced even greater complications for debt man- 
agement than we have experienced under a system whereby interest 
rates are determined by the forces of the market. 


93633—57——-2 
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In January 1953, when this administration took office, the average 
rate on all Government interest-bearing issues outstanding was 2.35 
percent. The total net computed interest cost at an annual rate at 
that time was $6.2 billion. 

Four years later the average rate on all Government issues out- 
standing was 2.67 percent, or an increase of about three-tenths of 1 
percent. The total net annual computed interest cost, as of December 
31, 1956, was $7.3 billion, of which $0.9 billion is due to increased 
interest rates, and $0.2 billion is due to an increase in the debt incurred 
to pay obligations inherited from previous commitments. 

This increase in interest rates results from the free market influences 
of supply and demand in a period of unparalleled prosperity. It is a 
continuation of a rise that has been going on for the past 10 years 
under the growing pressure of borrowing demands. 

In this little table the computed interest rate is shown: 


Computed interest rate on the public debt 


December— Percent 
EE AILS, UID SIS Oe SAR eT NS SE IR i lle A See a Sa 2. 06 
8 RITA Be PER RB as SRR E STO Me Nis £1 SAMY ER SS os eee | ee ee pen Te 2. 35 
REAR Ph teehee Da eee pe te ote ee Ln Ce ei eels 2. 67 
eet Oi cinsialctin aire ihc nipnesilctenremmes bike anon epeiaces 2. 75 


So that the rate has increased over the 10-year period from 2.06 to 
2.75, or a little less than three-fourths of 1 percent. 


For the entire period from December 1946 through May 1957, there 
was an increase of sixty-nine one-hundredths of 1 percent in the com- 
puted interest rate on the public debt. Of that increase, twenty-nine 
one-hundredths occurred prior to this administration, and forty one- 
hundredths occurred during this administration, right up to now. 

During the past 4 years there has been no increase in public debt 
interest cost in relation to national income. The interest cost was 
2.1 percent of national income in December 1952, and was exactly the 
same percentage in December 1956, for the increase in interest cost 
has only kept pace with the increase in national income. 

Furthermore, the $1 billion increase in interest paid reflects increased 
earnings received by the investors who own the securities. 

Now, who are those investors? 

Of the $7 billion of interest paid on the public debt during calendar 
year 1956, $1.4 billion represented the payment of interest to social- 
security funds and other Government investment accounts. 

About $0.6 billion of public debt interest was received by the 
Federal Reserve banks, and 90 percent of that comes back to the 
Treasury as surplus earnings. 

Commercial banks received approximately $1.4 billion of such in- 
terest last year. About $0.6 billion went to other financial institu- 
tions—mostly insurance companies and savings banks; about $0.5 
billion to corporations, about $0.4 billion to State and local govern- 
ments, and about $0.4 billion to nonprofit institutions, foreign ac- 
counts, and so forth. 

The remainder, of about $1.8 billion—the largest single segment 
of the interest on the public debt—went to individuals, either in the 
form of cash payments or accumulated interest to the 40 million 
holders of savings bonds. Millions of Americans are benefiting from 
these higher interest rates. 
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I am asking Mr. Burgess to review other phases of our debt man- 
agement program. 
The fourth objective, check the menace of inflation. 


1. The problem 

At the risk of oversimplification, let me condense the story of in- 
flation to about a dozen lines. 

Almost all of our employable labor force is employed—and at higher 
wages than they have ever received before. Our people are buying 
virtually all that they are producing, but they want to buy more, 
both more consumer goods and more productive facilities. 

Being confident of the future, they desire to borrow to buy more. 
The lenders are lending more than ever before, but still not as much as 
the public would like. 

However, with most resources fully utilized, additional bank credit 
would not put any more people to work—it would merely provide 
additional demand in excess of the supply of both labor and goods. 
Such a demand in excess of supply would cause a rise in prices if it 
were fed by excessive bank credit expansion. 

A rise in prices hurts every housewife, everyone on a pension, every 
person with a fixed or lagging income, every saver. It robs labor of 
much of its gain in wages. This rise in prices bas been a principal 
cause of the farmers’ difficulties, because while income per farm re- 
mained fairly static during the last 10 years, the farmer has had to 

ay higher prices. As a consequence, he has been particularly hurt 
oe the inflation which, to a lesser extent, injures every single one of us. 

There are two ways to check this rise in prices: (a) increase the sup- 

ly of goods, and (6) slow the expansion in the number of dollars 
bidding for the goods. 

We have utilized both methods. The administration in many ways 
has encouraged an increase in productive facilities which is the only 
way to increase the supply of goods. The Federal Reserve and the ad- 
ministration have taken action to restrain a too rapid growth in the 
number of borrowed dollars available to bid up the price of the limited 
supply of goods and services. 


2. The respective roles of the Federal Reserve and the Treasury 


Now, what are the respective roles of the Federal Reserve and the 
Treasury? 

I would like to take a moment to identify the respective roles 
played, on the one hand by the Treasury, which influences fiscal 
policy—through its recommendations on tax and budget policy as 
well as its management of the public debt—and on the other hand 
by the Federal Reserve, which is responsible for monetary policy— 
through its influence on the cost and availability of money and credit. 

A mere statement of the respective functions demonstrates the 
major role of the Federal Reserve in the effort to stop inflation. The 
Federal Reserve has the authority and the tools to take monetary and 
credit action. We do not. 

The Treasury cannot determine the level of interest rates, but must 
pay the rates determined by market forces. The Federal Reserve 
can influence the levels of market rates, although there are definite 
limits to its power to maintain any fixed level of rates, as is shown by 
history. 
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I do not point this out to shift any responsibility from the Treasury. 
On the contrary, we approve wholeheartedly the course which the 
Federal Reserve has followed, and have admiration for the courage 
and decisiveness with which the Board has acted. 

(a) Through 1952 

As you will recall, throughout the decade prior to 1951, the Federal 
Reserve followed a policy of supporting the market for United States 
Government securities at or above par. This was done to enable the 
Government to sell, at a low interest cost, the great volume of securities 
which was necessary to finance World War II. 

It accomplished that purpose, but it created cruel inflationary 
conditions which required the sale of more bonds and increased debt 
to pay the resulting higher costs of the war. 

In artificially holding interest rates at low levels, the Federal Reserve 
made credit cheap, not only for the Government, but for all borrowers. 
By maintaining a market which enabled the banks to liquidate their 
Government bonds at any time at par or better, it encouraged a 
continuance of the war-born expansion of excessive ‘bank credit. 

This cheap and plentiful credit was an important cause of the war- 
time inflation which, despite wartime restrictions of direct controls 
and rationing, robbed the dollar of 23 cents of its purchasing power 
between 1939 and 1945. 

Then follows a table, Mr. Chairman, which recites the same figures 
that you recited a few minutes ago, which shows that the dollar was 
at 100 cents in 1939, and was 77 cents in 1945. 

The CuHarrMan. Without objection, that will be inserted in the 
record. 

(The table referred to is as follows:) 


Consumer Purchasing 
Calendar year average | Price Index | power of dollar 
(1947-49= 100) | (1939= 100) 


NTN ee ne a uaal } 59. 4 | 100. 0 





ERG macca eee ein iawn dem hein aa ae int iin wien nti eed in daihanh 59. 9 99. 2 
DT ARba een Gil spate tl Acketadbebaskdba coc eenhh ap ecmipasppedidooupene 62. 9 94.4 
Bo eken nese h aha esekng ccddbeedseheondecodans gad enbibsadiadsatsphoasoe 69.7 85. 2 
Dis Scendnhaéreeurncers postales ape enmere SAgdenNadiip NwbSSanantnonumasis 74.0 80.3 
BEDS Sadhatadinuusekubigyencnidaladiep ined bpeseadsindé pli ighnicdsesésepaebe= 75. 2 79. 0 
eaten Ancnk bd yeahs ahahaha ensadachnnenapensehvensocecence 76.9 77,2 


Secretary Humpnrey. At the end of World War IT there was an 
acute shortage of goods. There was, however, a pent-up demand, a 
demand made effective by both a large amount of liquid assets ac- 
cumulated during the war and a rapid increase in private credit. 

The war-born policy of the Federal Reserve, mistakenly continued 
into peacetime under Treasury insistence, enabled the supply of credit 
to rise too rapidly, with the result that this credit-backed demand for 
goods exceeded the supply of goods. 

While interest rates were held at artificially low levels, prices con- 
tinued their serious rise, at an average annual rate of over 7 percent 
from 1945 to 1951, and in those 6 years the dollar lost another 23% 
cents of its purchasing power. 

Then follows, Mr. Chairman, another table, following out the rest 
of the table vou showed, that period after the war. 

The CuarrMan. Without objection, that will be inserted. 
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(The table referred to is as follows:) 


Consumer Purchasing 
Calendar year average Price Index | power of dol- 
(1947-49 = 100) wa (1939= 100) 





enn et eeenriene 2 el eee Cs) ee ee eee ee 76.9 77.2 
SeUMML Sai Sidhe Lick. ualeck ct 2406s 40. cai Licaec Saba teh aoeeEeD 83.4 71.2 
ee ah ae ae 95.5 62.2 
SC Le re een el ihc carte ce ddan. ce hice alah oes bose Relea: 102.8 57.8 
Salli adiiet dhteaethianee, ;'ikiel ic statein Dhciel nlasaveiesniikcieetaddceddes 101.8 58.3 
ee ee ere eee er ee eee 102.8 57.8 
Mss ubeh 22s. cits het. el otek ae beet ee 111.0 53.5 


Secretary Humpurey. The dollar at 77 cents in 1945 depreciated to 
only 53.5 cents in 1951. 

It was becoming clear to increasing numbers of observers that the 
unwise credit stimulus provided by the Federal Reserve should be 
withdrawn. Such a withdrawal could be achieved only by paying 
the lesser penalty of an increase in the interest rates to be paid. 

It was clear that if the Federal Reserve ceased purchasing Govern- 
ment securities at par, natural market forces, reflecting increasing 
demand for credit, would result in the higher interest rates which the 
Federal Reserve purchase policy had so far postponed. 

During this postwar period the Federal Reserve made several 
modest moves toward freer short-term markets but was held back by 
the Treasury. After a most thorough review of the relative advantages 
and disadvantages of such a change, the Subcommittee on Monetary, 
Credit and Fiscal Policies, known as the Douglas subcommittee, con- 
cluded in 1950 that, and I quote from the Douglas committee report: 

As a long-run matter, we favor interest rates as low as they can be without 
inducing inflation, for low interest rates stimulate capital investment. But we 
believe that the advantages of avoiding inflation are so great and that a restrictive 
monetary policy can contribute so much to this end that the freedom of the 
Federal Reserve to restrict credit and raise interest rates for general stabilization 
purposes should be restored even if the cost should prove to be a significant in- 
crease in service charges on the Federal debt and a greater inconvenience to the 
Treasury in its sale of securities for new financing and refunding purposes. 

Partly as a result of that review and report, the administration then 
in office and the Federal Reserve, by an agreement referred to as the 
“accord,” changed the prior policy, and the Federal Reserve began 
to withdraw its support of the market for Government bonds in 
March of 1951. 

While this was a step in the right direction, it was not a complete 
step. On a number of occasions during 1951 and 1952, the Treasury 
still relied on Federal Reserve purchases to keep new issues from 
sinking in the market. 

Let me pause in this chronology to remind you of the facts about 
that change in policy. 

It was put into effect by an independent agency, the Federal 
Reserve. 

It was urged by many of the best informed Members of Congress. 

It occurred during the preceding administration—21 months before 
this administration took office. 

This new policy of the Federal Reserve was not so much anti- 
inflationary as it was a tempering of what formerly had been positively 
inflationary action. The Federal Reserve began to reduce the amount 
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* credit it had been artificially creating. It freed natural market 
orces. 

As an incidental result of the reduction in the volume of artificial 
credit generated by the Federal Reserve, the supply of credit grew 
somewhat more slowly than the demand for credit. As a consequence, 
interest rates began to rise, and the market prices of bonds went down, 

Though the full force of this change in the Federal Reserve policy 
was not immediately effective, almost a quarter of the increase in the 
computed interest rate on the public debt—from 2.22 percent at the 
time of the Federal Reserve-Treasury accord in 1951, to 2.75 percent 
in May 1957—almost a quarter of that occurred in the 21 months 
prior to the time this administration took office. 

As a result, banks and insurance companies, which had such large 
blocks of Government securities, were more hesitant to sell them at a 
3- or 4-point loss in order to make a loan. This caused them to make 
fewer loans than they would have made had the earlier policy been 
continued. 

Although by the accord of March 1951, the administration then in 
office had reluctantly agreed to the right of the Federal Reserve to take 
such monetary action, that administration itself continued to rely on 
direct controls on wages, prices, and rents. 

In addition, after the short-lived budget surplus of 1951, increasing 
Government spending, and renewed deficits in 1952, largely as a result 
of the Korean conflict, encouraged a further depreciation in the dollar 
to 52.3 cents. 

And then follows a table. 

(The table referred to is as follows:) 


Consumer | Purchasing 
Calendar year average Price Index | power of dollar 
(1947-49 = 100) (1939 = 100) 


Eisugscsmmebesesassce idhkrn a cnkerebEpiaahrrapthesenteenannonaannunns 111.0 53. 5 
Fe Nabbed titdabdadin sted Sacidésncpudselalncednebbcasddncededsvebeeuss | 113. 5 52.3 








Secretary Humpurey. Inflation had been appreciably slowed, but 
if inflation was to be effectively checked, the Federal Reserve’s new 
policy had to be supported more vigorously and supplemented with 
parallel fiscal policies. 

(6) Since 1952 

In 1952, General Eisenhower campaigned for the Presidency in 
part on the ground that further inflation must be prevented, and 
advocated, and I quote: 

A Federal Reserve System exercising its functions in the money and credit 
system without pressure for political purposes from the Treasury or the White 

ouse. 

i. We have conducted our affairs so as not to interfere with the 
Federal Reserve’s monetary policies. 

We have lived up to that promise that the President made. ‘To do 
so, however, has subjected the Treasury to certain burdens, just as 
it has other borrowers. Not to do so would have created much more 
serious burdens for all of us. 

Although new financing was less expensive and easier in 1954, it 
has again become more costly. With a very high percentage of bank 
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and insurance company assets now in loans, these institutions are 
not clamoring for long-term—or even intermediate-term—Govern- 
ment securities. 

We must, therefore, at present, sell mostly shorter-term securities, 
which are attractive because of their high liquidity. I do not say this 
to complain, but to acknowledge an obvious fact. 

We will meet these difficulties and solve them as we have in the 
past, continuing our flexible policy, postponing debt extension when 
we must, achieving it whenever we can. 

There is a strong demand for short maturities. Our bill auctions 
each week are always well oversubscribed. The Treasury faces no 
crisis. Our securities are the most highly regarded in the world. 

But in a free market, we must compete for funds. That means 
the factors of supply and demand determine the rates we must pay. 
Rates may decline or they may go higher. I would be disappointed 
to see them go higher, but if that is the price we must pay to prevent 
eons of excessive credit and consequent inflation, it will ive justify 
the price. 

This administration, in addition to supporting the Federal Reserve’s 
independence, has utilized its debt management and fiscal functions 
to help check inflation. 

ii. Planned deficits have been eliminated. 

Federal deficits necessitate increased Federal borrowing. More 
Federal borrowing, to the extent it comes from the banks, means the 
creation of additional bank credit. This tends to create more spend- 
able dollars than there are goods to buy. 

As your chairman, Senator Byrd, so clearly pointed out in his 
remarks to the Senate on August 13, 1954: 

Deficit spending is perhaps the greatest single factor in the cheapening of the 
value of the money. 

In ending deficits, we have eliminated this very inflationary pressure. 

iii. The debt is being reduced. 

We reduced the public debt in fiscal 1956 as a result of our budget 
surplus of $1.6 billion. Another budget surplus is being applied to the 
debt this year, and we expect to do it again in 1958. Reduction of 
the public debt is one of the best ways to fight inflation. 

iv. Government expenditures have been reduced. 

Government expenditures are inflationary, particularly when the 
economy is at a high level of output and employment. Taxes divert 
to Government spending some funds which, in the hands of the tax- 
payer, would have gone into savings. 

‘urthermore, some Government expenditures go into payrolls to 
produce goods and services—especially military equipment and mili- 
tary services—which neither contribute to the Nation’s capital ac- 
count nor become available for private consumption. 

Yet this additional purchasing power competes for the existing 
supply of both goods and services. 

By reducing Government expenditures, we have released more 
workers and materials directly to private industry where they could 
add further to the supply of goods and services needed to meet our 
heavy demands for plant and equipment, and greatly increase the 
supply of homes, cars, television sets, and other consumer products 
necessary for our rising standard of living. Reduced Government 
expenditures have been an anti-inflationary influence. 
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v. We have reduced the floating debt. 

The amount of marketable public debt maturing within a year, 
a demand obligations (other than E and H savings bonds) in the 

ands of the public—securities which in many ways are close to 
cash—has been reduced by $25 billion from the high point in 1953. 

vi. We have also shifted some of the debt away from the banks. 

Since increases in bank loans represent additional spendable money, 
they tend to be more inflationary than loans that grow out of a transfer 
of existing savings. As a consequence, one of the Treasury’s long- 
range debt management objectives has been to reduce bank holdings 
of Government securities to a reasonable minimum. 

To this end we have, in the past 4 years, reduced the amount of 
Government securities held by the banks by $4 billion. This has 
been achieved in part by paying off some securities and in part by 
designing the terms of new issues—such as tax anticipation bills and 
certificates—to be particularly attractive to nonbank investors. 

vii. We have stimulated increased savings. 

Greater confidence in the future, higher rates of interest, and 
increasing confidence in the stability of the dollar, have all encouraged 
our people to save more, both in dollars and in relation to disposable 
income. 

As one means of encouraging savings and combating inflation, we 
have emphasized the continued sale of series E and H savings bonds. 
The amount of these small-saver bonds outstanding has increased 
from $35.3 billion to $41.4 billion during the past 4 years. 

Moving thus on all of these fronts, by ending deficits, by reducing 
the debt, by reducing expenditures, by keeping down the bank-held 
debt, by reducing the floating debt, and by selling more E and H 
savings bonds, as well as by working closely with the Federal Reserve, 
we have accomplished a tempering of inflationary pressures during 
these years, with a decline in the purchasing power of the dollar of 
only eight-tenths of a cent in 4 years. 

And then follows a table which shows that up to the end of the year 
1956, the dollar went down from 51.9 to 51.1. 

The CuarrmMan. Without objection, it will be inserted. 

(The table referred to is as follows:) 


Consumers | Purchasing 


Calendar year average price index power of 
(1947-49= 100) dollar 
(1939= 100) 
a en a nn desl 114.4 51.9 
cea ee ee Eee be ematad 114.8 51.7 
lk i tween dSinace 114.5 51.9 
ea a a ee eb tem aeanih 116, 2 51.1 


Secretary Humpurey. The past 4 years have been characterized 
by greater price stability than any other 4-year period since 1939. 
But inflation is not stopped. It is only slowed down. 

Indeed, there has been a disturbing renewal of pressures in the last 
12 months, during which the dollar has lost almost 2 cents in pur- 
chasing power. 

And then follows a table which shows that in April of 1956, the 
dollar was 51.7, and in April of 1957, April just last past, was 49.8, 
down almost 2 cents. 














































FINANCIAL CONDITION OF THE UNITED STATES 19 


The CHarrMan. The table will be inserted. 
(The table referred to is as follows:) 


Consumers’ | Purchasing 
Month price index power of 
(1947-49= 100) dollar 
(1939= 100) 


arth 66..Wi sisi stele nesekesiith. dunia eld 114.9 $1.7 
i idisidcithinvencocpiccateneibonddecensciasoceatamesmnpalenamial 117.0 50.8 
ST dk bsltaacevtucssdacabcavhseonessivcakebdadsustatatehadsaighgule 117.7 50.5 
i tates aaah cob pnsbsetimepenntenettesdndseryeeanetual 118.2 50.3 
EEE Discctacesros ne Cacne pep nasacpieh sap ipauwanuanned eam caaeeae 118.7 50.0 
PO TGS EE Sark) nile ddde i aeoteddshebnd Shbbaieee eases «5 118.9 50.0 
BE abiicasahcnsccksnceddnbnckhisesuneniesssswibnteeidetcudubianees 119.3 49.8 


— 


Secretary Humpnrey. This most recent decline in purchasing power 
is disturbing. It reinforces our conviction that we must continue the 
vigorous pursuit of our present policies. We should certainly not 
abandon them. 


3. The necessity for flexibility 

While over the past 4 years it has been necessary to follow generally 
anti-inflationary fiscal and monetary policies, we have had changes in 
the economy which have required us to moderate them on occasion, 
and we may encounter other circumstances which may require some 
relaxation at some times in the future. 

We approve the philosophy expressed in the Douglas subcommittee 
report that— 

Timely flexibility toward easy credit at some times and credit restriction at 
other times is an essential characteristic of a monetary policy that will promote 
economic stability rather than instability. 

Our administration had been in office only a few months when the 
coincidence of the full effect of the Federal Reserve’s new policy, and 
the curtailment of defense spending, temporarily changed the problem. 

We were, at that time, more concerned with preventing a decline 
in employment and production than with a rise in prices. Taxes 
were reduced, and the administration relaxed downpayment and 
maturity terms on FHA- and VA-guaranteed housing loans. 

At the same time, Federal Reserve policy also eased, making funds 
more readily available. The decline was stopped and a sound eco- 
nomic expansion got underway with renewed public confidence in 
the courage of the administration and the flexibility of its policies. 

By 1955, economic activity was again vigorous and the problem 
was one of inflationary pressures—which have continued—and easy 
bank credit expansion was no longer encouraged. 

What are the available alternatives? 


4. The available alternatives 

In view of the breadth of the subject of your inquiry, it is appro- 
priate that we consider what might have been some available alterna- 
tives to general monetary and credit policy. 

Some of these alternatives are: 

(a) Direct controls prohibiting or limiting certain types of credit. 

(6) Compulsory saving. { 

(c) Physical controls on prices and wages—plus, perhaps, rationing : 
and allocation of materials and labor. 
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(d) Higher taxes and large governmental surpluses to be applied 
on the bank-held debt. 

(e) Greater individual savings and voluntary effort at restraint. 

) A reversion to the pre-1951 policy of Federal Reserve purchase 
of Government securities at or above par—and consequent encourage- 
ment of severe inflation. 

The use of any of the first three alternatives in peacetime would 
have been inequitable, impractical, and inconsistent with our tradi- 
tions of freedom. 

The fourth alternative would have required the imposition of 
additional taxes on top of our present heavy load, and would not have 
been acceptable. 

The fifth, which the President emphasized in his state of the Union 
message just a few months ago—namely, voluntary efforts—can help 
immeasurably, but can be achieved only if other policies are effective. 

Thus, as a practical matter, the real choice is between the anti- 
inflationary course which we have pursued, and a new round of 
inflation. 

Those who, in a period such as this, urge an abandonment of our 
anti-inflationary policies, those who urge either deficit financing or a 
policy of artificially creating more spendable dollars are, whether 
unwittingly or by intention, inflationists. 

No matter what their motives, their proposals for further credit 
expansion are proposals to further reduce the purchasing power of 
the dollar, to rob every housewife, every farmer, every pensioner, 
every wage earner, and every family with savings. Their arguments 
must be understood to urge just that. 

There can be no doubt as to the wisdom of our choice in utilizing 
the tools of monetary and credit policy. As to the extent to which 
we used these tools, I can only say that I gain confidence from the fact 
that we are criticized with equal vigor by those who feel that credit 
has been restricted too severely, and those who feel it has not been 
restricted severely enough. 

Despite some recent tendency for prices to rise again, the admin- 
istration can take considerable pride in what has been achieved to date 
in respect to this, the President’s fourth goal. 

Now, the fifth goal was to work toward the earliest possible reduc- 
tion of the tax burden. 

The Eisenhower administration and the Congress, working together, 
have already made possible the greatest single tax cut in history. 

In 1954, in order that the people might benefit from the substantial 
reduction in Government expenditures, we brought about a tax cut 
that has provided them with annual savings of about $7.5 billion. 

As the President pointed out in his letter of April 18, 1957, to the 
Speaker of the House, this tax cut has already saved our people 
almost $25 billion in taxes. 

More than 60 percent of that reduction w nt to individuals. Every 
taxpayer benefited. 

That was a creditable accomplishment by the Congress and the 
administration. Tax receipts are now at an all-time high as a result of 
our current prosperity; but, even so, Federal taxes account for a 
slightly smaller proportion of our national income than they did in 
1953. 
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We intend to go further at the earliest justifiable opportunity, for 
the tax burden is still far too heavy. However, the possibility of a 
reduction in taxes depends upon the degree of success of the admin- 
istration and the Congress in keeping the budget position sound. 

The sixth goal, to make constructive plans to encourage the initi- 
ative of our citizens. 

A primary goal of this administration is a free and prosperous 
America. To encourage the initiative, energy, and savings of our 
people, which are the only means to prosperity, our most important 
steps were our anti-inflationary actions which have increased public 
confidence in the security and stability of our economy. 

In addition, we have taken other helpful action: 

1. We relieved the public of the burden of controls. 

When this administration took office in 1953, the country was still 
handicapped with controls over prices and wages, and the use of cer- 
tain materials. We promptly terminated these controls. 

2. We have reduced Government activities which compete with 
private business. 

During the past 4 years, some 500 Federal enterprises competing 
with business have been abolished. We have disposed of the Govern- 
ment-owned synthetic rubber producing facilities and the Government- 
owned tin smelter to private enterprise; and the Reconstruction Fi- 
nance Corporation is now in the process of liquidation. Surplus real 
—— worth $366 million, has been sold and turned back to local tax 
rolls. 

3. We have created a more favorable climate for enterprise. 

(a) We have moved vigorously to prevent monopolies. 

The number of antitrust prosecutions has been materially increased 
and the number of convictions, guilty pleas, and consent decrees 
obtained in the past 4 years has been more than 40 percent higher than 
in the preceding 4 years. 

The number of prosecutions under section 7 of the Clayton Act, as 
amended in 1950, has increased from only 1 in the 2 years, 1951 and 
1952, to 29 during this administration. 

(6) We have encouraged small business. 

Upon the success of small business firms to prosper and grow depends 
much of our production and our survival as a free competitive society. 
This administration has sought in many ways to aid smaller firms and 
to relieve them of burdensome taxes and requirements. 

In the past 4 years, small business has benefited materially from tax 
law changes—the expiration of the excess profits tax law, the reduction 
in personal income tax rates in 1954, and the extensive revision of the 
Internal Revenue Code. Even more important to the smaller firms is 
the general prosperity of the past 4 years. 

To aid small firms which are unable to obtain adequate credit from 
normal sources, President Eisenhower signed the Small Business 
Administration Act on July 30, 1953. That act created the Small 
Business Administration, and authorized a revolving fund of $275 
million to provide needed loans to small business concerns. 

Subsequently, the administration supported increases in the SBA 
funds to $375 million in 1956, and to $455 million in 1957. The 
administration now has a bill pending to increase this to $600 million, 
and to make the SBA a permanent organization. 
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Each year the SBA has made a larger number of loans, with over 
$125 million made in the last 10 months, and currently is making 
loans to about 60 percent of the applicants whose files have been 
reviewed. 

(c) We have encouraged trade with other countries. 

This administration has effected measures which have aided the 
increase in our total foreign trade in 1956 by 22 percent (exports 25 
percent) over 1952. 

In addition, the Treasury, with the cooperation of your committee, 
has put into effect a number of customs simplification acts which 
have reduced the complexities attendant on the movement of goods 
into the United States. We have also provided greater certainty in 
our administration of the tariff laws. 

(d) We have encouraged initiative and activity. 

Throughout the past 4 years this administration has continuously 
attempted to encourage rather than discourage enterprise. As a re- 
sult, our productivity and living standards have been rising steadily. 

During the past 4 years, 500,000 new business corporations were 
formed in the United States. Of course, not all succeeded. A free 
economy is not a riskless economy. During that period, 44,000 
enterprises—noncorporate as well as corporate—failed, but that is 
lower in relation to the number of new corporations formed than during 
the preceding 4 years—34,000 failures and 355,000 new incorporations. 

(e) We have encouraged savings. 

The importance of savings as the anti-inflationary source of financing 
is so great that I would like to make these points: 

i. There are many people who benefit from higher interest just as 
there are many who find it an additional cost. 

You and I hear complaints today about the increased cost of money. 
We know it is nowhere as important as the increased cost of labor, but 
we also know that higher labor cost is a 2-sided coin, it is a 2-way 
street. Someone pays more—but someone receives more. 

Now, the same is true of interest. 

Although many of us owe money in one form or another, it is equally 
true that many of us have savings in one form or another. Asa result, 
we have a stake in protecting our principal against deterioration in the 
value of the dollar. 

We have a further stake in a higher interest return on our money. 
We are owners of millions of share accounts in savings and loan 
associations, time deposits in banks, and mutual life-insurance policies. 

Many of us belong to a pension system, and our benefit payments 
tend to increase as interest earnings rise. 

Some critics allege that higher interest rates benefit only the bankers. 
That is nonsense. Earnings of insured commercial banks as a return 
on average capital accounts in 1956 were 7,82 percent. 

This is lower than the average for the prior 3 years, or for the years 
1948-52. Such bank earnings have averaged 8.29 percent for the 
past 4 years. This is less than the average of 8.62 percent for the 
entire 8 years of the prior administration. 

Bank earnings for 1956, of 7.82 percent, are substantially less than 
the average earnings of all manufacturing companies which averaged 
12.3 percent. In 1952, bank earnings of 8.1 percent compared with 
manufacturing earnings of 10.3 percent. 
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Bankers are brokers of money. When they receive more, they pay 
more. Our people have approximately 90 million savings accounts 
in banks and savings and loan associations. As you know, during the 
past few years most banks and savings and loan associations hive 
increased the rates they pay to the saver. 

The amount of return paid or accrued for savers in the savings and 
loan associations (members of the Federal Home Loan Bank System) 
increased from less than $500 million in 1952, to an estimated billion 
dollars in 1956, a little more than double. 

The amount of interest so accrued for savers in mutual savings 
banks rose from $500 million to almost $800 million in 1956. Interest 
paid or accrued to depositors in commercial banks increased from 
about $450 million in 1952, to about $800 million in 1956. 

In the past 4 years, interest rates on all these types of savings have 
been moving upward and, in a modest way, we have followed with 
our recent increase in the interest rates on newly purchased savings 
bonds. 

ii. Increased interest stimulates savings. 

The higher interest rates paid in the past few years have encouraged 
greater savings. During the 4 years of the Eisenhower administration, 
our people saved more, both in terms of dollars ($75 billion of personal 
savings compared to $56} billion in the preceding 4 years), and in 
relation to disposable income, 7.1 percent as compared to 6.4 percent. 

iii. Increased savings are a major means of assuring continued high 
employment and prosperity. 

Increased capital investment—more tools, more factories, more 
equipment—is necessary to provide the jobs with the high wage levels 
which are paid in this country today. It is the principal means by 
which we can raise our living standards. 

To the extent such increases in capital investment are provided by 
excessive bank credit expansion, they are inflationary. To the extent 
they are financed out of savings, they are not. 

Witb the great increase in capital investment in tools, it is essential 
to encourage savings in order that as little of this investment as possible 
be financed in such a way as to stimulate another round of inflation. 

In the past 4 years, we have moved to an unparalleled prosperity. 
More people are living better than ever before. It is this prosperity, 
in turn, which creates heavy demands for money and requires some 
anti-inflationary restraint. 

We have made great progress toward the sixth goal established by 
the President—to make constructive plans to encourage the initiative 
of our citizens. 

Current monetary and fiscal policies have been beneficial to the 
economy. 

This administration has successfully encouraged saving, enterprise, 
and production. This is a demonstrable and desirable accomplish- 
ment. With such means as it has had at its disposal, the adminis- 
tration has attempted to arrest inflation and has been largely 
successful. 

I note, however, that there have been some complaints that the 
monetary and fiscal policies have been too severe and have affected 
certain segments of the economy unfairly. 

A. Has the administration’s anti-inflationary program been 
injurious? 
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Let me review again what the administration has done to fight 
inflation. 

We have reduced the Government debt. 

We have reduced Government expenditures. 

We have balanced the budget. 

We have reduced the floating debt. 

We have moved some of the debt out of the hands of the banks and 
put more of it into the hands of individual citizens. 

The reduction in Government expenditures has perhaps injured 
those corporations which might have received orders had the Govern- 
ment spent more money. ‘The entire course of action, having been 
anti-inflationary, may have injured those few who might have bene- 
fited, at the expense of the rest of our citizens, from runaway inflation. 

But, except for these few, the good of the overwhelming majority 
of our people was best served by the course we have followed. 

We have also endorsed the independence of the Federal Reserve 
and conducted our affairs in such a way as to avoid interference with 
its anti-inflationary monetary policy. 

B. Has the Federal Reserve’s anti-inflationary program been 
injurious? 

1. By restricting the growth of credit? 

The Federal Reserve’s program is one of allowing the natural 
market forces to operate, while adjusting credit availability to meet 
the needs of normal seasonal activities and sustainable economic 
growth. 

The Federal Reserve has ceased its earlier policy of creating addi- 
tional bank credit, except to the extent needed to meet the basic 
requirements of a healthy economy. 

(a) The Federal Reserve has not reduced the volume of available credit 

Some current discussions of Federal Reserve policy proceed on the 
mistaken assumption that the Federal Reserve has reduced the amount 
of credit below an amount previosly available. 

Nothing could be further from the truth. Credit—the aggregate 
of new savings and new bank credit—has expanded substantially in 
the past 4 years, and at a rate fully equal to the need, to sustain a 
very high use of both services and materials. 

There is more credit outstanding today than ever before—$146% 
billion more than in 1952. 

I am.going to read that again: There is more credit outstanding 
today than ever before—$146¥ billion more than in 1952. 

Then follows a table, Mr. Chairman, which outlines where that 
extension of credit has taken place, and I would just refer to the last 
column to illustrate. 

The CuHarrMan. Without objection, it will be inserted. 

(The table referred to is as follows:) 
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Uses and sources of credit 
[in billions of dollars] 


Amount outstanding 


Dee. 31, 1952 | Dec. 31, 1956 Change 
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Secretary Humpurey. Mortgage credit has gone up $49 billion, 
consumer credit $14 billion. This is over a period of 4 years we are 
now talking about, over the period of 1952 to 1956, through December 
of 1956. Mortgage credit has gone up $49 billion; consumer credit 
$14 billion; and “Other,” $8% billion, or a total of $72 billion. 

Corporate has gone up $46.4 billion; State and local governments 
nearly $19 billion, for a total of $137 billion. 

Now then, the Federal Government has gone up during that same 
period $9.3 billion, making a total, if you add it all up, of $146.5 
billion which occurred during the 4-year period. 

As important as the fact of the increase in credit, is the source of 
this increase. 

Now, the sources of the increase, Mr. Chairman, again a table, of 
which I will read only the last figures: 

Nonbank credit over the 4 years which came about through savings 
during that period, nearly $136 billion; bank credit, less than $11 
billion—for a total of $146.5 billion. 

The CuarrMan. The table will be placed in the record. 

Secretary Humpurey. What is that? 

The CuarrMan. I say we will put the complete table in the record. 

Secretary Humpurey. All right. 

(The table referred to is as follows:) 


Uses and sources of credit 


[In billions of dollars] 


Amount outstanding 


——— 


| Dee. 31, 1952 | Dee. 31, 1956/ Change 


Sources of credit : | 
III, OOOO o.oo os & ca conwcbumananimetunte 508. 0 643. +135. 8 
Bank credit (money supply) -- : ; 139. +10. 7 


39 
783 





+146. 5 
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Secretary Humpurey. In 1956 alone, total debt—other than Fed- 
eral Government—increased $37.5 billion. Of this increase, $17.5 
billion was individual debt, $15.5 billion corporate, and $4.5 billion 
State and local government debt. 

The increase in total credit in the past 4 years has been greater 
than in either of the 2 preceding 4-year periods. But a most impor- 
tant fact to note is that 93 percent of this increase has come from 
savings and only 7 percent from an expansion in the money supply. 

Then follows another table, Mr. Chairman, which shows where 
this has come from, and it shows that $136 billion came from nonbank 
credit; and about, a little less than, $11 billion from extension of bank 
credit, for the total of $146 billion of extended credit, increased credit. 

(The table referred to is as follows:) 


Uses and sources of credit 


Increases in 4-year period 


December 
1952-56 


December 
1948-52 


December 
1944-48 








In billions of dollars 











Uses of credit: 














Individual: 
TINS >. aus: suciesiacimigneaiatibidibdieh otinaadabadaate 19.4 32.0 49.1 
i nanan pnteainedilen 9.3 13.0 14.5 
inch cetdcendeaasd lacdbedatccuiy ssacseucebne 3.7 | 7.4 | 8.4 
Ra iditih tind dudegiitinnsatctcaunceutattedirs 32.4 52.4 72.0 
SINS ncn cicintieee cuneate d aad enn dbdey coin idioasdieia 29. 6 63. 2 46.4 
ee nn. ccecnccnnnenernnncceennboin 2.7 11.5 18.8 
Total (other than Federal)...............-...---....---- 64.7 127.1 | 137.2 
Pe Rs cibiictegaccantenindieonedinbescenmcsucws 20.8 | 14.5 9.3 
IES Patritineroitla cid saidiccienindciddiiwc niominee chausintimaiieal 85.5 141.6 146. 5 
Sources of credit: A) teatie Aah aedes. 0) i é- 
EE ES CED onivcddiedbesguncadenabiedvdacnse 64.3 | 124. 2 | 135.8 
Bank credit (money supply).....-..............-..-.....- 21.2 17.4 10.7 
ss hes chi iii ARS 85.5 141.6 146. 5 

Percent 

Percent of increase accounted for by: p aeVE Saeed 2 ee ee 
New sav ings. EI alah aaa as en tiakeaetinn ta eesibimnetinn ae 75 88 | 93 
Expansion in money supply Ditlindncsceabwwene weneaaines 25 12 7 
NG Ober died niaedediite wana a ee dla axial 100 100 100 








Secretary Humpurey. Of the $146.5 billion increase, $135.8 billion 
has come from existing funds of nonbank investors—which amount 
may be called “savings’’—and only $10.7 billion from bank credit 
expansion, or increased money supply—new and additional spendable 
dollars. 

The total increase has been adequate for our most healthy economic 
expansion in many years. The growth in the money supply, at the 
rate of only 2 percent per year, has prevented any objectionable bank 
credit inflation. 

The secret of success in providing adequate funds for proper 
expansion without inflation is to encourage savings as the principal 
source. That we have done. 
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The foregoing table points out three most important facts: 

(i) Total loans have increased substantially in the past 4 years— 
indeed more than in either of the 2 preceding 4-year periods. 

(ii) This increase has been primarily in private credit—credit to 
buy homes, cars, consumer goods—rather than tanks or guns. 

(iti) This increase has come much more from savings and less from 
bank credit expansion than in prior years—hence it has been much 
less inflationary. 

The Federal Reserve policy of not encouraging more rapid bank 
credit expansion has been based on the premise that further expansion 
of bank credit would mevely have enabled more would-be buyers to 
bid up the price of the limited supply of goods and services. 

This policy has been necessary and in the best interests of the 
great majority of our people. But despite the substantial credit ex- 
pansion that has taken place, since there has been less new credit 
created than the demand therefor, there has been some disappoint- 
ment, and in some cases, real hardship. 

It is said that the unavailability of unlimited credit has been 
particularly burdensome on the housing industry, on small business, 
and.on State and municipal projects. As these areas are very impor- 
tant to all of us, perhaps we should briefly review them. 

Let’s look at housing. 

It is charged that we have impeded the flow of credit to housing. 
During the past 25 years, far from restricting credit to housing, the 
Government has greatly increased the volume of credit available to 
this industry—over what it would be in a norma! free market—by 
stepping in and guaranteeing the payment of millious of homeowners’ 
mortgages. 

This has helped to provide many Americans with homes which they 
otherwise could not afford. On the whole, this has been a good pro- 
gram, but we must recognize that it has introduced certain artificiali- 
ties into the free market for the purpose of diverting credit from other 
uses into home mortgages—credit that wouldn’t be available to hous- 
ing without these Government guaranties. 

That was true under the prior administration; it is true under this 
administration. 

Has this administration restricted the terms on new housing loans? 
We have not—we have relaxed them. We have lowered the minimum 
downpayment on FHA loans, and we have permitted 30-year loans 
in place of the former 25-year maximum. We have materially liberal- 
ized FHA mortgage terms on existing homes. 

In addition, FNMA special-assistance programs have been inno- 
vated since 1952 to provide mortgage support for relocation, redevelop- 
ment, and rehabilitation housing under sections 220 and 221 of the 
National Housing Act, for housing for the elderly, and for Capehart 
military housing. 

Also, the voluntary home mortgage credit program, started in 1954 
has helped obtain home financing for veterans and others in small and 
remote communities, and for minority group members. 

Has the administration restricted the availability of mortgage funds 
by curtailing the FNMA secondary market operations? Again, let’s 
look at the record. 
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Purchases of mortgages by FNMA in the secondary mortgage 
market, during the last 12 months, have totaled nearly a billion dollars, 
an amount surpassed only in the calendar year 1950. 

Furthermore, in 1950, all of those funds were provided by the 
Treasury ; under the sounder participating program as Congress has 
now revised it, the funds largely come from private sources, 

According to preliminary figures, in May of this year there were 
96,000 private nonfarm housing starts. This is a second consecutive 
monthly increase on a seasonally adjusted basis, and brings the annual 
rate of new housing starts in May up to 990,000. 

While this is somewhat below the annual rate of 1,146,000 starts in 
May a year ago, and even further below the 1,398,000 rate in May 
1955, it is still a substantial volume of housing. 

There are undoubtedly many contributing causes to this decline. 
For the past few years, home construction has been running ahead of 
new family formation, with a consequent reduction in the backlog of 
young families needing a home. 

Building costs have risen substantially in the past 10 years. The 
price of land has also risen, as have State and local ts axes, which are 
an element of cost. As the aggregate of these costs result in sub- 
stantial increases in the price of a home, the number of potential 
purchasers is reduced. 

This cost increase has been accentuated by the host of new labor- 
saving appliances and luxury equipment which our people feel are 
now necessary in a home. There has been actual overbuilding in 
some localities and a diminishing supply of desirable building sites 
in others. 

All of these factors have had an adverse effect on new bome con- 
struction, but the unavailability of unlimited mortgage credit is also 
a major factor, and it falls most heavily on those who heretofore have 
been able to obtain mortgage credit only through Government assist- 
ance. 

The number of new homes financed through conventional mortgages 
(based entirely on the credit of the borrower and the amount of his 
equity) has not declined. Indeed the number of such housing starts 
so financed in the first 5 months of this year (269,400) was slightly 
higher than the number so financed in the first 5 months of last year. 

It is the Government-guaranteed mortgages which are finding the 
less receptive market. The number so financed in the first 5 months 
of this year (114,200) was 42 percent less than the number financed 
in the first 5 months last year. This decline is due to the lower interest 
rate which such guaranteed loans bear. 

The increase in the maximum rate on FHA loans from 4% percent 
to 5 percent has given such financing renewed strength, but the lack 
of congressional authorization of an increase in the rate on VA- 
guaranteed mortgages has made it increasingly difficult for a veteran 
to obtain such a loan. 

The significance of rate limitations is indicated by the most recent 
figures. Housing starts financed by conventional mortgages increased 
from 63,900 in April to 69,000 in May—which compares with 64,500 
in May 1956. 

Housing starts under the FHA program increased from 12,100 in 
April, to 15,000 in May—as compared with 19,700 in May 1956. 

Housing starts under VA inspection declined from 13,500 in April, 
to 12,000 in May—compared with 26,600 in May 1956. 
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Thus it appears that there is only a relatively limited supply of 
mortgage credit available for the small downpayment, extended terms, 
and 4% percent interest rate on VA guaranteed loans. 

There is a substantial volume of mortgage money available for 
FHA insured mortgages at the 5 percent rate, although there is some 
insistence on higher downpayments than the minimum permitted 
under FHA terms. There appears to be sufficient mortgage credit 
available to finance those borrowers who can make an adequate 
downpayment and pay the going rate of interest. 

This is the result of a free money market. It undoubtedly has 
caused many young families to postpone the purchase of a new home. 
Their disappointment, and that of the builder, is understandable. 

Yet how much better off would they have been if a more than 
adequate supply of credit had brought about increased prices, not 
only of their home but of all of the other articles which they desire? 

Lets look at small business. 

I am sure that there have been some small business firms which 
have been unable to obtain all of the credit that they would have 
liked at the rates they would like to pay. I believe this has been 
true in every year through history, and it has been true for each of 
the past 4 years, but this does not mean that there has been any 
reduction in the dollars of credit extended small business in the past 
4 years. Quite the contrary. Both the number and amount of loans 
made to small business have been increasing substantially. 

In this connection, we must remember that the great majority of 
our banks are themselves quite small, and the size of the loans they 
can make is limited by law. Of the 13,101 insured commercial banks 
in the United States, 10,853 have deposits of less than $10 million 
each and, in general, cannot make loans above $100,000. 

That is almost 11,000, out of the 13,000, that are small banks. 

Total loans of banks in this category increased by almost $2.1 
billion during the past 4 years, an increase of 19 percent. Virtually 
all of their loans are to farmers, homeowners, consumers, and small 
business firms. 

Another 1,802 banks generally can make loans up to $500,000, but 
most of their loans would actually be in amounts of oa than $100,000. 
Total loans of banks in this category increased by $4.4 billion during 
the past 4 years, an increase of 44 percent. 

The remaining 446 banks do indeed represent almost two-thirds of 
the Nation’s deposits, and are of great importance to the economy. 
They are the primary source of bank credit to larger business firms, 
but even they make many loans to small business. 

A survey made of a representative group of 78 such large banks 
indicated that in the year from September 1, 1955, to August 31, 1956, 
their small business loans—for amounts of under $100,000—had in- 
creased by $228 million, or 14 percent; and that the number of such 
loans had increased by 5 percent. 

Within this group there was more of an increase, both in numbers 
and dollar amount, in the loans under $50,000 than in those between 
$50,000 and $100,000. 

While it is true that total business loans of banks increased some- 
what more rapidiy than those loans for amounts under $100,000, this 
is a pattern which would be expected in such a period of rapid economic 
expansion, for the cyclical heavy goods industries naturally tend to 
require a larger volume of credit in such a period. 
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At all times the established, successful firm is more able to obtain 
necessary credit than is the new, unproven or unsuccessful company, 
and this is particularly true of a period of credit stringency. Not all 
firms have obtained all of the credit they have wanted. Yet, in the 
ageregate, they have obtained more than ever before. 

In addition to the increased amount of bank credit received by small 
business during the past 4 years, there has also been a sizable volume of 
book credit extended by larger firms to smaller firms—distributors, 
merchants, and suppliers. 

I do not mean to minimize the disappointment, inconvenience, and 
in many cases real hardship, that some businesses have experienced 
because of their inability to obtain as much credit as they would have 
liked. 

Indeed, this is a matter of deep interest to the administration 
which, as you know, has supported the creation of the Small Business 
Administration, the enactment of improved tax laws, and the granting 
of exemptions from certain Securities and Exchange Commission 
regulations. 

In addition, we have made vigorous efforts to see that more defense 
work is subcontracted to smaller firms. 

I understand that you intend to invite Mr. Mueller, Assistant Sec- 
retary of Commerce, to testify before you, and I believe he will discuss 
the matter of small business financing at somewhat greater length. I 
do, however, want to make the point that there has been a large 
volume of credit available to, and used by, small business in the past 
4 years. 

Let’s look at States and municipalities. 

In the past 4 years, a quarter of a million new schoolrooms have 
been built for our youngsters. Total public construction in 1956 was 
23 percent above 1952 levels, and educational construction was up 56 
percent. 

During 1956 alone, new borrowing by States and municipalities 
totaled $5.4 billion; and during the last 9 months for which figures 
are now available, more elementary and secondary school bonds were 
sold than in any 9-month period in our history. 

State and municipal financing has increased by $18.8 billion in the 
past 4 years. This is more than it has ever increased in any other 
4-year period, and compares with only $11.5 billion during the period 
1948-52. 

These figures do not demonstrate any extraordinary burden on State 
and municipal financing from lack of available credit. Undoubtedly, 
local governments have been unable to obtain all of the funds they 
would have wished, but they have built more and they have financed 
more than in any other 4-year period. 

The Federal Reserve’s monetary policy for the past 4 years has been, 
and is, one of discouraging the growth of credit at quite as rapid a rate 
as would-be borrowers desire. As a consequence, some individuals, 
some home purchasers, some small businesses, and some municipalities, 
and other categories of our citizens, have felt some pinch as a result 
of limited credit. But—in the past 4 years, small loans to business 
have increased substantially. 

In the past 4 years, $57.5 billion has been spent for housing—as 
much as had been spent in the preceding 6 years. 
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In the past 4 years, $16.7 billion has been spent for new highway 
construction—more than had been spent in the preceding 11 years. 

In the past 4 years, $8.8 billion has been spent for school construc- 
tion—more than had been spent in the preceding 20 years. 

This is not the record of extreme credit stringency. Any freer 
credit would have further inflated prices. 

Let’s look at the rise in interest rates. 

The Federal Reserve’s abandonment of its pegging of prices in the 
bond market has prevented an unlimited growth in credit. It was 
intended to, and did, slow the rate of growth of bank credit. 

It also has resulted in some increase in interest rates. It is alleged 
by some that this increase in interest rates has brought about a 
severe increase in the burden of taxes and in the prices we pay for 
manufactured goods, or utility services; that it has materially increased 
farmers’ costs, or the price of a home. 

Now, are these charges true? 

Higher interest—although the result of a lesser supply of credit 
than the demand therefor, a condition which prevents far greater 
inflationary increases in other costs—is itself an element of general 
costs and in some cases may be reflected in higher prices. 

However, interest payments are such a small fraction of the total 
cost of business operations, that a rise in the rate does not represent 
much of an increase in total cost. 

What is the interest burden on the taxpayer? 

Total budget expenditures for fiscal 1957 are estimated at $68.9 
billion. Of this, $7.2 billion, or 10.4 percent, represents interest 
expenditures. The per capita cost of all expenditures of the Federal 
Government for this fiscal year is $406; for interest alone, the per 
capita cost is $42.40. 

In 1952, interest on the public debt was $37.57 per capita. Thus 
the increase in interest on the public debt during the past 4 years 
amounts to less than $5 per person. 

Now, what is the effect on the price of manufactured goods? 

In 1946, gross sales of all manufacturers amounted to $132 billion. 
Manufacturers had net interest expense in that year of about $154 
million, equal to one-eighth of 1 percent of total sales. 

In 1952, interest expense had increased to about one-fourth of 1 
percent; and on the basis of limited information now available, it 
appears that the 1956 ratio will be about one-third of 1 percent. 
Thus, interest costs are only one-third of 1 percent of the average sales 
price of manufactured goods. 

Of the cost of an article selling for $100, about 33 cents represents 
interest, with no more than 10 cents of that representing an increase 
since 1952. 

Furthermore, the increase in this minor item of interest costs 
reflects an increase in the amount of debt as well as an increase in 
interest rates. 

The relative unimportance of interest as a part of total costs is 
reflected in the fact that during the same 10-year period, prices of 
goods that consumers buy rose 27% percent, or $27.50 on a $100 item 
(due to labor and other costs), compared to the 20-cent increase due 
to higher interest. 

In other words, $27.50 for other items as compared to 20 cents for 
interest. 
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The far greater significance of the increase in labor and other costs 
is reflected quite clearly in the price of consumers’ services which 
have risen 43% percent during the same 10 years. 

It is apparent from these figures that even with increased interest 
rates and increased indebtedness, the burden of interest costs on 
manufacturers in reference to their total costs is very slight. The 
effect of higher interest on the sales price of goods is hardly significant. 

This is even more apparent when we compare the increased costs 
of the last year. Prices of goods bought by consumers (which reflect 
material, labor, interest, and profit) have risen 1.3 percent. The 
price of consumers’ services (which reflect primarily labor costs) has 
gone up 2.3 percent. 

How does it affect public utility rates? 

It has been suggested that higher interest rates lead to substantial 
increases in public utility rates. This sounds plausible because public 
utilities rely heavily on bonded indebtedness. 

However, the latest figures available indicate that the net interest 
expense of public utilities is still less than 4 percent of gross reyenue— 
the same proportion as in 1952. Even for electric utilities, where 
average interest cost on long-term debt now exceeds 5 percent of 
gross revenue, the relative cost of interest has risen very slowly. 

The estimated average of 5.2 percent for both 1955 and 1956 
compares with 4.8 percent in 1952 and 5.0 percent for 1946. In 
other words, 5.2 in the last 2 years; 5.0 percent in 1946. 

Now, farmers’ costs: 

Difficult as the farmer’s position has been, it is not the result of 
interest rates. The Department of Agriculture estimates that only 
about 5 percent of farmers’ costs are for interest. 

Interest rates on farm loans outstanding in insured commercial 
banks on June 30, 1956, averaged 6.1 percent. This was four-tenths 
of a percentage point higher than the average rate reported in a similar 
survey made in 1947; leas than one-half of 1 percent difference since 
1947. 

Thus, this four-tenths of 1 percent increase in rate would be less 
than one-half of 1 percent of his total costs, or 5 cents on a sale of $10 
worth of farm products. 

Now, the cost of a home. 

The effect of higher interest rates in relation to the decline in private 
nonfarm housing starts from 465,000 units in the first 5 months of last 
year to 384,000 for the same period this year, has been grossly exag- 
gerated. 

Housing is perhaps the most dramatic example of the effect of rising 
costs. Hourly wage rates in building construction have risen 21 per- 
cent in the past 4 years. In the manufacture of some products, the 
increased cost due to hourly labor rates has been offset by greater 
efficiency. Through use of additional capital goods—tools—the 
productivity per man-hour has been increased enough so that the total 
cost has been kept fairly stable. This is true of most of our home 
appliances. 

However, in those fields in which mechanization is not practicable 
or in which restrictive practices or legal requirements have pro- 
hibited maximum efficiency, the cost of the finished product has risen 
in close relation to the increase in hourly labor rates. There is no 
better example of this than housing. 
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Many home purchasers consider only the size of the required 
monthly payment—not the number thereof or the elements that make 
it up. To them, interest is of no significance. To the more sophisti- 
cated purchaser. who inquires as to the component elements in his 
mortgage payments, increased interest rates are small in relation to 
increased labor and material costs. 

This is apparent if we compare the cost and financing charges of 
the same house in the spring of 1946, the spring of 1953, and the spring 
of 1957. Let.us take as an example a house that cost $10, 000 to build 
in the spring of 1946, and compute the required monthly payments on 
the basis. of .15 percent.down and the balance over a period of 20 years, 

Then, Mr. Chairman, there follows a table, and I will not read that 
table. 

The CuarrMan. That will be inserted. 

(The table referred to is as follows:) 


Spring of— 
1946 1953 1957 

IEE BUOR OE TIE 8 Neo cncaicitirncns coher de escneahncanbaie tien $10, 000 $17, 300 $19, 000 
EL CR on Ao on alge emelnn acing bias percent_. 1 44 5 
Monthly payment (for 20 years) - ............-.-...-..---..--. $51. 51 $91. 06 $106. 58 
Increase in cost of house since 1946_- esse iletalighe stirs wastes amabca thea led eae dicaearineeeiaad $7, 300 $9, 000 
Increase in monthly payment since 1946: 

I aD ail ths adhe ani ae ee $8. 71 

WE Sar URE IIe oo on ore tem on oe Ga cand cdles ednne caatotes eee eee $46. 36 





Notre.—Housing costs are based on data compiled by Roy Wenzlick & Co. 


Secretary Humpurey. This shows that = $10,000 house in the 
spring of 1946 cost $19,000 in the spring of 1957; and of the amount of 
increase in monthly payments, $55.07, $46. 36 was due to other costs 
and $8.71 was for interest. 

The monthly payment has more than doubled in 11 years. Of this 
increase of $55.07, $46.36 reflects higher labor and material cost, and 
$8.71 is due to higher interest rates. 

During the past 4 years in which our policies have resisted inflation, 
the sales price of that house has gone up much less—about $400 per 
year as compared to about $1,000 per year from 1946 to 1953. And 
I want to repeat that the increase in the cost of that house, from 
$10,000 to $19,000, has gone up much less in the 4 years since we have 
had these restrictive practices than it did in the 4 years when we had 
the easy money. 

In other words, it went up $400 in these years as against $1,000 in 
the easy-money years, and the interest went up only $8 a month. 

Which has been the major factor in discouraging construction? 
The $9,000 increase in building cost ($46.36 per month), or the 1- 
percent increase in the cost of interest ($8.71 per month)? 

While interest is an element in the cost of mortgaged homes, the 
increase in interest rates has not been the major factor in delaying 
home construction. Mortgage interest rates were higher in 1955 than 
in any prior recent year; vet new nonfarm housing starts were the 
second highest in history, at more than 1,300,000. 

Almost 5 million new dwelling units have been built in the past 
4 years. Less than 3% million new households have been formed in 
that period, so that 114 million units have gone to satisfy prior shortages 
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and to cover houses abandoned or razed to make way for new construc- 
tion. The proportion of married couples without their own household 
has declined 21 percent since 1952. 

A strong desire continues to exist for better housing, but it is 
is hindered from becoming an effective demand by today’s inflated 
prices. To attempt to force an acceleration in home construction 
today by making more credit available for housing would add further 
to the already increased building costs. 

This wold not only be inflationary, it would encourage uneconomic 
practices and curtail the new construction that we might otherwise 
expect in years to come. 

The foregoing review of the effects of this administration’s fiscal 
policies indicates that the supply of credit has not been reduced. 
The supply of credit has merely been prevented from expanding as 
rapidly as the demand therefor. 

This slowing of the rate of growth of credit has inconvenienced those 
who have found credit unavailable, and imposed a higher charge on 
those who have borrowed. These results are hardly welcomed for 
their own sake, but they are the price we have to pay for the price 
stability that we have achieved in the past 4 years. 

This has been a far greater stability in prices and in the purchasin 
power of the dollar than we have enjoyed for two decades. Faced 
with this choice between the inconvenience of limited credit and the 
robbery of renewed inflation, our people would certainly choose the 
course which we have pursued for the past 4 years. 

In conclusion, I have attempted to review for you the conditions 
existing when the Eisenhower administration took office, the goals 
that the President set for us, and our progress toward those goals. 

We have not achieved perfection by a long way. We have been 
unable to fully accomplish some of our debt-management objectives. 
We have perhaps checked, but not entirely stopped, inflationary 
pressures. 

In the process, some of our citizens, some of our municipalities, 
and some of our businesses have been unable to obtain all of the credit 
they would have liked. 

We have had a large measure of success in encouraging the initiative 
of our citizens, but not every business has prospered as much as it 
might, nor every citizen had all of the comforts he would enjoy. 

1 acknowledge imperfections in our accomplishments, but I enter- 
tain no doubt as to the propriety of our goals or the wisdom of our 
policies. To aid you in your consideration of the alternative courses, 
and to help you measure their promises against the actual results of 
the past 4 years, let me remind you of some of our achievements. 

When we took office in 1953, the Federal debt was equal to 89 
percent of our national income—in December 1956, it was 79 percent, 
as compared with 89. 

For the fiscal year 1953, budget expenditures were $74.3 billion; 
and, for the year 1957, they are estimated at $68.9 billion, and $71.8 
billion for 1958. 

For the fiscal year 1953, the budget resulted in a deficit of $9.4 
billion—for 1957, it will result in a surplus. 

From 1939 through 1952, the cost of living increased an average of 
7 percent a year—for the past 4 years, the average increase has been 
only six-tenths of 1 percent. 
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. In the past 4 years, civilian employment has risen 6 percent, 
average weekly earnings of production workers in manufacturing have 
risen 18 percent and, after allowance for the 2.4-percent inerease in 
consumer prices which occurred between 1952 and 1956, the gain in 
workers’ earnings, after taxes, amounted to about $10 per week, or 
8 an 15 percent in real purchasing power gained during the 
eriod. 

7 Personal income of individuals has risen every year, from. $272 
billion in 1952 to $325 billion in 1956, a gain of 20 percent, and an 
estimated $340 billion for 1957. 

Labor income has not only risen in dollars; it has increased from 
67.2 percent of national income in 1952 to 69.8 percent in 1956, while 
corporate profits declined from 12.7 percent of national income to 
11.9 percent. 

Striking achievements have been made in housing. The 5 million 
dwelling units that were constructed exceeded the number built in 
any previous 4-year period, and substantially enlarged the housing 
stock available to the American people. 

There were improvements in the size, design, and equipment of new 
homes, and sizable outlays for repairs and alterations added to the 
comfort and convenience of existing homes. <A growing proportion of 
our homes were owner occupied—60 percent in 1956, as compared with 
55 percent in 1950. 

This is a gratifying record of the improvement in the level of living 
that can be achieved only through a vigorous, competitive, free-market 
economic system which offers both individual freedom of choice and 
the stimulation of initiative through personal incentive. 

In particular, it shows the capacity of such a system to bring about 
confidence and daring in enterprise and widespread participation in 
the benefits of economic expansion. ‘This is in sharp contrast to the 
artificial restrictions, interferences, and controls of a paternalistic 
bureaucracy. 

The past 4 years have demonstrated the ability of the Nation’s 
private economy to expand, to provide an increasing number of better 
jobs at better pay, and to raise levels of living. 

These 4 years have tested the capacity of our economy to adjust to 
large changes in the pattern of demand and the effectiveness of public 
policies designed to promote growth of individual freedom and 
stability in the economy. 

Because the problems are continually changing in a dynamic econ- 
omy, policies aimed at promoting stable growth must be flexible. 
This fact was well illustrated in the past 4 years of the Eisenhower 
administration. Our problems have shifted from those of a con- 
trolled, wartime economy to those of a rapidly widening prosperity. 
We have been able to encourage this prosperity. 

Through the flexibility of monetary and fiscal policies, the Govern- 
ment has been able to adjust to the rapid changes in our economy. 
We have moved forward toward our goals and demonstrated the great 
capacity of a free economy to correct imbalance and to maintain 
growth with a high degree of stability. 

We have accommodated the reduction in wartime Government 
spending, accompanied by recordbreaking tax reduction, and offset a 
threatened decline in employment and business activity in 1953-54. 
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We have encouraged an expansion of enterprise to new high levels, 
and, through expenditure and debt reductions as well as debt manage- 
ment, we have slowed the growth of inflationary credit. 

We have encouraged a rapidly rising economy which has brought 
more wealth, more purchasing power, more comfort, more jobs, more 
homes, more luxuries, more leisure, more education, and more security 
to our people than they have ever enjoyed before. 

Gentlemen, I take great pride in making this report. 

The CuarrmMan. Mr. Secretary, the committee thanks you very 
much for your statement. 

The committee will recess until 10 o’clock tomorrow morning, when 
Mr. Humphrey will be available for questions by the committee. 

(Whereupon, at 12:30 p. m., the committee recessed, to reconvene 
at 10 a. m., Wednesday, June 19, 1957.) 
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WEDNESDAY, JUNE 19, 1957 


Unirep States SENATE, 
CoMMITTEE ON FINANCE, 
Washington, D. C. 

The committee met, pursuant to recess, at 10:00 a. m., in room 312, 
ot Office Building, Senator Harry Flood Byrd (chairman) pre- 
siding. 

Present: Senators Byrd (chairman), Kerr, Frear, Long, Smathers, 
Gore, Martin, Williams, Flanders, Malone, Carlson, Bennett, and 
Jenner. 

Also present: Elizabeth B. Springer, chief clerk; and Samuel D. 
Mcllwain, special counsel. 

The CHarrman. The committee will come to order. 

Mr. Secretary, I have a few questions that I would like to ask you. 

Your statement of yesterday will be of great current and historical 
value, but I want to discuss certain of your statements which were 
not clear to me. 

You said on page 34 of your prepared statement, that the adminis- 
tration had reduced the public debt. Treasury statements show on 
January 15, 1953, when the present Republican administration came 
in, the public debt was $266.7 billion; and on June 30, the end of that 
fiscal year, 1953, the debt was $265.5 billion. The debt is now 
$274.2 billion. That is a substantial increase of about 9 billions. 

Would you please explain that? 


STATEMENT OF HON. GEORGE M. HUMPHREY, SECRETARY OF THE 
TREASURY——Resumed 


Secretary Humpnurey. Well, Mr. Chairman, the difference comes 
about through the inherited obligations that we took over which had 
to be paid when we came in. I just deducted those inherited obliga- 
tions as matters that were already contracted, bills that were a part 
of the debt. 

The CuarrMan. What inherited obligations were they? 

Secretary Humpurey. Well, as a matter of fact, there were about 
$80 billion of total outstanding, and there was a projected deficit of 
about 9 as I recall it, $9.9 billion, which was estimated for fiscal 
1954, which grew mostly out of bills that we had to pay during the 
first part of the administration. 

The Cuarrman. You know, Mr. Humphrey, that we run our affairs 
on a cash-in and cash-out basis. As of the end of the fiscal year we 
balance the books, making no allowance for the income that has 
accrued or for expenditures to be paid out. 
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If the system of bookkeeping you are suggesting is to be adopted, 
there should be another column for the income which, as of that date, 
had accrued to the Government but had not spent. 

Secretary Humpurey. Well, that is right. And it would work that 
way, if we did it that way. 

The CHarrRMANn. But followed to its completion it may not work in a 
way to show a reduction in the debt. 

Secretary Humpurey. Well, I think it would. 

You see, we have all sorts of complications in figuring it, because you 
have, and you had at that time, a considerably greater collection 
of income in the first half of the year than—you see, at that time, 
under the Mills plan, you had a large part of your income collected in 
the first 6 months. That would be an overaccrual for the year. 

The CuarrmMan. Why did you institute a new method of book- 
keeping in your calculation of the debt? It is completely new to 
Government procedure. 

Secretary Humpurey. We did not change the books. I was trying 
to show here, as nearly as I could, what had actually occurred. 

The CuarrMan. You did not conform to the Treasury daily state- 
ment? 

Secretary Humpurey. No. 

The Cuarrman. The daily statement shows the true debt as of the 
aate. 

Secretary Humpurey. No. I think the figures you have given are 
the correct figures for the daily statements. 

The daily statements; I will read them beginning with the end of 
1951, 267.4; 1952, 275.2; 1953, 278.8; 1955, 208.8. And then down to 
276.7 at the end of 1956. 

And these figures in this statement are mostly made up for the end 
of, the fiscal year 1956, and there was a reduction, you see, not from 
the beginning, but a reduction during the period. The debt was 
going down at the end of the period. 

The CuarrmMan. You have increased the Federal debt under terms 
used in recording it for years. In fact the debt has been increased by 
$9 billion since the Republican Party took over. 

If you want to take obligations that have accrued, you should start 
with June 30, 1953, and make the comparison with the situation as 
of today. But from your prepared statement, one would think you 
were talking about the Federal debt in its officially recorded terms. 

Secretary Humpnrey. Well, we can do that, and I can have that 
figured for you. 

But just on the face of it, you see, the debt is going down from the 
high even during our period. The high—— 

The CaarrMan. It is not going down—— 

Secretary Humpurey. The high during our period was 280.8, and 
it is now, at the end of the period under discussion here, it was 276.7, 
which is a reduction of about $4.1 billion in those particular figures on 
those particular days. 

Actually, the only reduction in the debt that has taken place during 
our administration has got to be the surplus that we had last year, 
when we balanced the budget. We had $1.6 billion of surplus. Now, 
that was a definite reduction in the debt. 

The CuarrMan. You said the high in your period was $280.8 billion. 
It may not have been intentional, but do you not think your state- 
ment on the debt might be misleading? 
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Secretary Humpurey. We reduced it last year $1.6 billion, there 
is no question about that. 
The CuarrMan. This was your prepared statement of yesterday: 


Let me review again what the administration has done to fight inflation. 


Secretary Humpnrey. That is right. 
The CuarrMan. Then you said: 


We have reduced the Government debt. 


You were referring to the period of this administration; were you 
not? 

Secretary Humpurey. Well, not necessarily. I think a trend in 
debt reduction is a very healthy anti-inflationary measure—and last 
year it was $1.6 billion just in a single year—and I think that is a 
very healthy move toward the reduction of inflationary pressures. 

The CuarrMan. You are saying today that you did not mean you 
had reduced the Government debt 

Secretary Humpurey. Not over the whole 

The CuHaArrRMAN (continuing). Under its level as of the time you 
came in? 

Secretary Humpurey. Not over the whole period. 

The CuatrMan. Would not this statement, without this explana- 
tion, indicate to a person reading it—it certainly did to me 

Secretary Humpurey. Well, if it does, it should be corrected to say, 
which is beyond any question of doubt at all, in the past year. And I 
will be very glad to make that amendment to it if that will clear it up 
here. 

The Cuatrman. The facts are clear. During this Republican ad- 
ministration the debt has increased $9 billion. 

Inflation has not been reduced in the past year. In fact, it started 
again in the past year. 

Secretary cdma That is right, and that is why this trend —— 

The CuarrMAN. You reduced the debt last year only, but it has 
had no effect, apparently, on the new inflation which has occurred. 

Secretary Humpurey. That is why it was particularly useful to 
have it in the past year. 

The CHatRMAN. But you meant that you have reduced the Federal 
debt only in the past year, then? 

Secretary Humpurey. A billion six in the past year. 

The CuatrMan. And I respectfully suggest that we should not try 
here to change the Government’s long-standing method of bookkeep- 
ing to take in the accrued liabilities and the accrued income. That 
would be a very complex operation. 

We have been operating this Government, as you and I know on 
a cash-in and cash-out basis with a balance taken at the end of each 
fiscal year, and I would like the record clearly to show that your 
statement of yesterday does not mean that the public debt has been 
reduced during the period of this administration. 

Secretary Humpurey. Not been reduced, you mean. 

The CHarrMan. It has not been reduced. 

Secretary Humpnurey. That is right. 

The CuairMan. On the contrary, there has been an increase of 
$9 billion by the orthodox methods of showing the debt. 

Secretary Humpurey. That is correct. 
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The Cuatrman. Is there any doubt about that? 

Secretary Humpurey. That is correct. 

The Cuarrman. Another question 

Secretary Humpurey. The only real reduction during that period, 
on the orthodox system, is $1.6 billion last year. 

The Cuatrman. Another question; You said that the administra- 
tion had reduced the Government expenditures. What did you mean 
by that? You certainly did not have reference to the last budget, 
did you? 

Secretary Humpurey. Well, even the last budget is below the 
expenditure of the year we came in. The highest expenditure that we 
have had in the time that we have been here was the $74.3 billion which 
was spent in fiscal 1953, which was the finishing of the expenditures 
of the past Administration. 

The next highest is the $71.8 billion which is the budget projected 
for next year. 

The Cuarrman. When you came in—— 

Secretary Humpurey. But if you compare the spending in the first 
year that we were here, and the spending in the last full year, which is 
1956, is down almost $8 billion. 

The CuarrmMan. Do you not think that some consideration should 
be given to the fact that when you came in, in January 1953, we were 
engaged in the Korean war, which did not end until June 1953, the 
end of that fiscal year? 

Now, you are comparing a peacetime budget with a war budget. 

Secretary Humpurey. Well, Mr. Chairman, I do not think it is 
fair to talk about a wartime budget and a peacetime budget in com- 
paring the period of the Korean war and comparing the present. 

The Korean war was characterized as a police action during all of 
the time that it was being carried forward. It was a bitter war for 
those who were engaged in it, but it was not a major war from the 
point of view of comparison with world wars. 

We are carrying on and are obligated to carry on, and believe that 
it is necessary and desirable for the protection of this country to carry 
on, a security program and military programs today with items of 
military equipment which are so much more costly than they were 
even in the Korean war that there is no comparison, and I just do not 
believe it is fair to say that one period was war and one was just 
peace. 

The CHarrMAN. What do you estimate the Korean war cost? 

Secretary Humpurey. I do not have those figures, Mr. Chairman. 
I could try to get them, but I do not have them. 

The CHatrMAN. In my spending comparisons I am including the 
$1.8 billion transferred to the highway trust fund. 

Secretary Humpnurey. Yes, sir. 

The CuarrMan. I am adding that $1.8 billion, to the $71.8 billion 
budget expenditure estimate for fiscal year 1958 because in most prior 
years road expenditures were in the regular budget figures. In- 
cluding roads the President’s expenditure budget, assuming it is 
enacted, would be $73.8 billon as compared—— 

Secretary HumpHReEY. $73.6. 

The Cuarrman. You are right, $73.6 billion, as compared to the 
Korean war budget of $72.9 billion. 
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Secretary Humpurey. Well, the 1953 budget was $74.3, so it is 
still higher. 

The Cuarrman. The 1953 budget? 

Secretary HumpHrey. Expenditures. 

The CHarrMan. I wish you would check that again. 

Secretary Humpurey. Is that not correct? $74 billion. 

The Cuatrman. I have $73.9 billion—$72.9 billion. You are right. 
I was looking at the column for appropriations instead of expenditures. 

Secretary HumpHrey. The actual round figure is $74.3 billion. 

The CuHarrMan. Then, assuming adoption of the President’s 
budget, you will spend in 1958 approximately what was spent during 
the last year of the Korean war; is that correct? 

Secretary Humpurey. It will be about a billion dollars less, $600 
million less. 

The CuHarrMan. $600 million less. All right. But, I have added 
in only the road figure at this point. For completely accurate com- 
parison with 1953 we should include also the 1958 Federal National 
Mortgage Association expenditures and the postal deficit. These 
would raise the 1958 expenditure estimate to $74.7 billion. But, 
since we have started by including only road expenditures, let it stay 
on that basis for the time being. 
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Secretary HumpHrey. That is including the roads, which are special. 

The Cuarrman. But I think the roads should be included for proper 
comparison with prior years. 

Secretary Humpurey. Well, you remember that you and I both, 
Mr. Chairman, fought rather bitterly to be sure that the road money 
did not get into the budget, so that we could use it either on the income 
or expenditures side; that we made it stand on its own feet. 

The CuHarrMAN. But these figures are comparative. In other 
words, we are comparing the 1958 budget estimate which excludes 
roads to expenditure figures of other years that did not exclude the 
road expenditures. 

Secretary Humpurey. That is correct. 

The Cuarrman. And I think it is only fair to include road expendi 
tures in both instances for comparison purposes. 

Secretary Humpurey. That is right. 

The CuarrmMan. Road funds were included in the previous figures. 

Secretary Humpurey. That is right. 

The Cuarrman. The highway trust fund was established to assure 
a pay-as-you-go Federal road program. 

Secretary Humpurey. That is something we both believed in. We 
both believed in that. 

The CuarrMan. I think you will agree with me that the road ex- 
penditures should be included in the 1958 estimate, if you want to 
compare the figures to those of other years when the road expenditures 
were included. 

Secretary Humpurey. You would put the expenditures on one 
side and income on the other, for strict comparison. 

The CHarrMan. But the point I am making is that in previous 
years, the road expenditures have been in the regular budget. 

Secretary Humpurey. That is right. 

The CHairMAN. Now they are taken out of the budget. And if 
you want to compare the years, you should add, this $1.8 billion to 
this $71.8 billion 1958 estimate; am I correct about that? 

Secretary Humrpurey. I think that is a fair way to approach it. 

The CuarrMan. It is proper for comparison. 

If you add that, you are spending more than—— 

Secretary Humpurey. No. You are still less. 

The Cuarrman. I have $72.9 billion as the total expenditures. 

Secretary Humpsrey. In what year? 

The CuarrMAN. No, I was reading appropriations again. You are 
speaking of 1953 expenditures? 

Secretary Humpurey. I am speaking of 1953, that is the big year, 
$74.3 billion. And $73.6 billion is still $600 million less than the 
peak. That is nothing to be very proud of, but it is still there. 

The CuarrMan. Allright. lam not especially proud of this present 
budget. [Laughter.] 

I think you said something to indicate you were not proud of it, 
either. [Laughter.] 

Let us discuss a little further the Eisenhower budgets. 

The budget was reduced, of course, as you know, in 1954. 

Secretary Humpurey. I recall that very well. 

The CuarrmMan. Expenditures totaled $67.8 billion. We are both 
speaking about expenditures? 
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Secretary Humpurey. I am talking about expenditures, not ap- 
propriations. That is misleading, I think, in this sort of a discussion. 

The CuarrMan. And then the expenditures were reduced to $64.6 
billion, in fisca] year 1955. 

Secretary Humpnurey. That is right. 

The Cuarrman: You will recall that the President announced he 
intended to reduce the budget to $60 billion. 

Secretary Humpurey. That was before he was elected, and before 
he—— 

(The Secretary was interrupted by general laughter.) 

The CuarrMan. Has he carried out all his election promises? 

Secretary Humpurey. | will say this: I never saw anybody in the 
world who tried so hard or demanded such service from his associates 
in attempting to carry them out. 

The CHarrman. He made an election promise to bring expenditures 
down to $60 billion which has not been reached yet. 

In fiscal year 1956 he started to raise expenditures, and finally in 
this year you presented the largest peacetime budget in the history of 
the country. 

It might be interesting to recall Mr. Truman’s last peacetime 
budget—he was not especially noted for economical management. 

Secretary Humpurey. Weil, this matter of peacetime is a little 
misleading. As I said before, I think it is honestly just a little 
unrealistic to compare, to talk about 1953 as a war year and this as a 
peace year. I donot think there is any such distinction between them. 

The CuarrMan. Well, Government activities certainly cost more 
money in time of war. 

Secretary Humpnurey. I think not. I think the things we are doing 
today are costing, in items, far more than anything we had at that 
time. 

If you will go over the sort of things that we are having to acquire 
for our protection today, you will find that their cost is tremendously 
more than anything we had in the Korean war. 

The CHarrMan. It had not occurred to me that anyone would 
contend that war was not more costly than peace. But if conclu- 
sive proof is needed, it is to be found in Federal budget figures. In 
1953, the last year of the Korean war we spent $43.6 billion for the 
military; in the pending 1958 budget the military estimate is $38.0 
billion. (See table 2, p. 42.) 

Secretary Humpnrey. That is right, and I think it is because— 

The CuatrmMan. It was $5.6 billion more in the war year of 1953. 

Secretary Humpuruy. That is right, and it is because of a whole 
lot better management and better operation. 

The Cuarrman. I agree with you in a great many things, but when 
you say it is cheaper to run a wartime government than a peacetime 
government, I just cannot agree with that. 

Anyway, we might as well put in Mr. Truman’s last peacetime 
budget. In fiscal vear 1950 it was $39.6 billion, compared to the 
proposed peaeetime budget of $73.6 billion or more for fiscal year 1958. 

Secretary Humparuy. That would be your peacetime budget, and 
mine would be $74.3 billion. The last Truman budget was $74.3 
billion, and that is the figure from which we started down. 

The Cuarrman. Again I say that was a Korean war budget. 

Secretary Humpnrey. Well—— 
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The Cuarrman. I just cannot follow your philosophy when you 
contend it is cheaper to run a government when we are at war than 
when we are at peace. 

Secretary Humpurey. Well, Mr. Chairman, I went out on the 
Saratoga 

The Cuairman. The records, Mr. Secretary, do not show that. 

Secretary Humpurey. Well, you are discounting all—you are 
allowing nothing for improvement in practices and management and 
efficiency. 

The CuarrMan. I am dealing with dollars. 

Secretary Humpurey. There has been a tremendous difference, 
and if you take the 2 years you will find it is a great difference. 

The CHarrMan. I am dealing in budget dollars. The budget deals 
with the number of dollars spent. 

Secretary Humpurey. I will deal with dollars, and I will simply 
take the $74.3 billion as the last Truman budget, and I will take our 
figures.as our budget. 

The CuarrmMan. Well, I do not suppose there is any use in con- 
tinuing the argument. 

Senator Kerr. May I hear that last statement? 

Secretary Humpnurey. The 74.3 was the conclusion of the Truman 
budgets 

The CuHarrMan. Let the record show that 1953 figure was com- 
pletely a wartime budget, because the war ended in June, the end of 
the fiscal year 1953. Let those who read this record decide whether 
we can operate a government more cheaply in war than in peace. 

Secretary Humpurey. Well, the Truman budget, you will recall, 
just to clear the record and then I will say nothing further, the 
fruman budget that we found when we came here in January, the 
$74.3 billion, was the year in which we were spending the money. 

The Truman badeet for the next succeeding year, for 1954, was 
$78 billion; and that was the budget we started with, and that we 
began working with for the year 1954, a budget of $78 billion. 

The CuarrMan. That is true, and I often “have complimented the 
administration for reducing that proposed Truman budget. But that 
Truman budget also was prepared without the thought of the ending 
of the Korean war. 

Secretary Humpurey. That is right. 

The CHarrMan. I assume he followed the military advice, and it 
was prepared on that basis. 

Now, I think an excellent job was done by the present administra- 
tion in cutting that budget. My complaint is that now they have 
gone back to a budget level which is close, if not equal to, the last 
Truman budget, which was on a war basis. 

I would like to ask you, if you care to express yourself, why you 
think it was necessary to increase the Eisenhower budget $9 billion or 
more between 1955 and 1958, assuming that you include the road 
expenditures? What conditions justified a $9 billion increase? 

Secretary Humpnrey. Well, that, of course, is a very long story, 
and I will not attempt to get into anything but just the highlights of it. 

There have been increases in costs, increases in governmental 
wages, in military wages, military costs of that kind. There have 
been substantial increases in military supplies, as I said a minute ago, 
the sort of things that we must have. 
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A bomber in the old days cost a few hundred thousand dollars. 
Today it costs several millions of dollars. 

A fchter used to cost less than a hundred thousand, and today it 
costs 1% to 2 million dollars. 

And everything you look at, in this military business, has gone up in 
tremendous figures. 

Now, at the same time, the country has grown substantially. The 
workload upon all of the departments has increased very substantially. 
And I think that you will find that, in spite of efficiencies which can be 
put in, as the country grows and as services are rendered to more 
people all the time, while you can offset some of the increase by better 
efficiency, you probably will not offset all of it, because you are 
rendering more service to many more people. 

But on top of all that, the Congress, as well as the administration, 
has expanded programs. The Congress has adopted a great many 
programs which provide for expenditures in increasing amounts as 
time goes on, and those programs start in rather small ways and just 
automatically keep increasing year after year. 

It is a combination of all of those things that has pushed this budget 
up, and I think that—— 

The CuarrMan. Is inflation pushing it up? 

Secretary Humpurey. To the extent that we have rises in prices, 
that is so. And, of course, if we have a greater inflation, why, we 
will have greater expenditures, and the increases will be greater. 

The one thing and the one basis of comparison that I think you 
should keep in mind, we all should keep in mind, when we are talking 
of these advances, is that the original budget, the 1953 budget, was 
21 percent of our gross annual product, and this present estimated 
budget is about 16 percent of it. 

So that, relatively, with a growing country, there has been a 
relative decrease, even though the dollar increase has gone on. 

The CuarrMan. Do you think percentage of the national product 
justifies increasing Federal expenditures? 

Secretary Humpurey. It is illustrative of the comparison with the 
growth of the country. 

Now, frankly, I think that the dollars themselves, just the dollar 
expenditures, have got to be watched with the very greatest care, and 
I think it is one of the great burdens and obligations and one of the 
extreme difficulties that this country faces over the next few years. 

The CuarrMan. In your statement yesterday you spoke of the anti- 
inflationary program of the administration. And now you say that 
these increases are made necessary by inflation? 

Secretary Humpurey. Said what, Mr. Chairman? 

The CuarrmMan. Do I understand that you think these budget in- 
creases which you regard as necessary, are due to inflation? 

Let me ask this question, too: I frequently hear those in the admin- 
istration refer to programs Congress has approved. What about 
the programs the President has recommended to Congress? Have 
you put those in a separate category? 

Secretary Humpurey. No. I think they are all reflected in the cost 
of the budget. 

The CaarrMan. But do you not think it would be well, when mak- 
ing the statement the Congress has approved programs, to say upon 
the recommendation of the President, where that is the case? 
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Secretary Humpnrey. I think we might try to divide them. But 
this is not an attempt to dodge responsibility. What I was trying to 
do was to state the facts, that these are programs that have gone 
through the regular congressional process. 

The Cuarrman. I say this without prejudice against this adminis- 
tration, but whenever anybody in the administration, talks about 
these programs, they refer to them as programs Congress has approved. 

What about the school program the President wants now? I have 
not seen any tremendous demand on the part of Congress for it, or 
on the part of the people. It is recommended in the President’s 
budget, and not only is that program included in this present budget, 
but 13 other Federal grants to State programs are included. 

I question the accuracy and fairness the inference that all of these 
programs were initiated by Congress. 

Secretary Humpurey. As I say, I was not trying to fix blame. Of 
course, there are programs such as the one in which Senator Symington 
put a billion dollars of extra money into the Defense Department a 
year ago that nobody asked or wanted, and there have been other 
instances where Congress has voted more. But | was just trying to 
state a fact, that by using the words “that Congress has approved,” 
perhaps we should say “programs approved by law,’ or something 
of that kind. 

The Cuarrman. I do not think it is fair to put all of the burden on 
Congress for new programs when the administration has recommended 
many of them. 

Secretary Humpurey. I was not counting one person as against the 
other. The fact is, Congress passed laws approving these programs 
that cost us this money. 

The Crarrman. We are being high-pressured by the President to 
enact this school program, which is going to open up an area of 
spending unprecedented among Federal domestic-civilian programs, 
and, incidentally, I think you made a very strong argument here 
against this school program in which you said: 

During the past 4 years a quarter of a million new schoolrooms have been built 
for our youngsters. Total public construction in 1956 was 23 percent above 1952 
levels, and educational construction was up 56 percent. 

During 1956 alone, new borrowing by States and municipalities totaled $5.4 
billion, and during the last 9 months for which figures are now available, more 
elementary and secondary school bonds were sold than in any 9-month period in 
our history. 

State and municipal financing has increased by $18.8 billion in the past 4 years. 


Then on the next page you say: 


In the past 4 years, $8.8 billion has been spent for school construction—more 
than had been spent in the preceding 20 years. 

That is one of the best arguments I have heard against the Presi- 
dent’s proposal for the Federal Government to build school buildings. 
If this is started, it will never be stopped. Billions and billions will 
be spent. 

The Federal Government does things in a grand and wasteful style. 
It would build the most luxurious school buildings. These will go 
into only a few school districts at first. But all other school districts 
will then demand Federal school buildings of equal or greater grandeur. 
You would open up a Pandora’s box that would become one of the 
largest single items in the budget, once it is started, because of the 
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pressure on the Congress by people in counties which have not been 
chosen for one of these great, improved, fine school buildings. 

So when you speak of the Congress doing these things, I think we 
ought to make it clear that, while I do not have a list of them, quite 
a few of these expenditure programs have been advocated and pres- 
sured by the administration. 

Do you think I am correct about that, or not? 

Secretary Humpnrey. Well, we tried to state facts here with 
respect to financial demands and financial requirements, and we were 
not in any way attempting to point the finger at anybody with 
respect to them. 

The CuHarrMAN. Well, you are not pointing the finger at anybody 
except that you repeated in your statement the assertion that much 
of the expenditure increase results from new programs authorized by 
Congress. 

Secretary Humpurey. I do not think I quite said it was necessary 
to do that for that reason. What I said was, Congress had passed the 
law which required these expenditurees, which is the fact, Mr. Chair- 
man. We cannot spend the money until Congress does pass the law, 
and I was simply stating a fact, that Congress had authorized these 
expenditures, 

The CHarrMan, But does that, Mr. Secretary, account for a differ- 
ence of $9 billion or more between fiscal 1955 and the present budget? 

Secretary Humpurey. The items that I listed do account for that 
whole difference, I think. 

The Cuarrman. Nine billion? 

Secretary Humpurey, For the whole 9 billion; yes. 

The CHarrMAN. Well, we do not spend that 

Secretary Humpurey, It is the increase in programs, the changes in 
programs, the increase in pay that has been granted, the increase in 
service that is demanded, and the increase in population that re- 
quires greater service by the departments, 

The CuarrMan., Is the public demanding these new services now? 
I have been over the country, and I find, especially after the state- 
ment you made a short time back, there is a tremendous sentiment 
everywhere for reduction in Federal spending, 

Secretary Humpurey. Well, Senator, that raises one of the ques- 
tions, which I think are very serious that confront the country. There 
is a great undercurrent in this country of almost revolt against 
expenditures for everybody but themselves. 

Each person is for economy and talkes about less Government 
spending for everything except the project that fits him. As to the 
project that fits him, he is down here in the Halls of C ongress and in 
your offices, demanding your votes and demanding your help in 
getting money for his pet project; and at the same time he goes right 
after lunch to a meeting in the chamber of commerce or NAM and 
votes to cut Government expenditures. 

And by that illustration I do not mean just businessmen. It is 
everybody. It is schoolteachers, it is unions, it is businessmen, it is 
all kinds of people everywhere. It is localities. 

And whether in this country this feeling of desire for economy is 
going to reach the place where people are willing to economize on their 
own account as well as have the other fellow do all the economizing, 
I do not know. But I certainly hope that it does, and I hope that we 
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reach the time when the American citizens are going to say, ‘I will 
take a little less for myself, provided everybody else does, and we get 
some of this down.” 

But until that time comes, you are going to have great cries for 
economy and less Government spending “for everybody but me, and 
I am going to be here demanding that you do more for me and less 
for everybody else.” 

The Cuarrman. Mr. Secretary, I want to respectfully and em- 
phatically disagree with you on that, because I have attended as 
many of these meetings as anyone. Back in January, 500 leading 
businessmen of the country came to Washington for an emergency 
meeting. Their only purpose was to urge that the budget be cut. 
They said nothing about not cutting this and not cutting that. They 
wanted the budget cut. 

And another delegation, as I recall, came from Illinois, 50 of them, 
and stayed here for 10 days, going around to Congressmen and Senators 
urging them to cut the budget. 

Now, I think that situation you described did exist at one time. 
But I think there has been a tremendous change of sentiment; that 
the people realize if we keep this up we are going over the precipice 
of financial disaster, and I think you indicated something to that 
effect. 

There is no doubt about the fact; they are in favor of economy, and 
Congress is trying to practice economy. But the administration is 
the obstacle and, as you know, the administration can destroy the 
effort. It can use unexpended balances to replace reductions in 
appropriations. 

Secretary Humpurey. I am sure, Mr. Chairman, that nobody can 
feel I am not an advocate of economy. 

The Cuarrman. I know that; I know that your opinion is an im- 
partial one; I am trying to learn why the President has found it neces- 
sary to add $9 billion or more to his budget since 1955 most of which 
is in domestic civilian expenditures and not in the military expendi- 
tures. 

Furthermore, I am concerned over the fact that the President is 
asking now for new spending programs which, if once started, will 
grow and grow throughout the years. 

I regard this present fight by Congress to cut the budget as being 
one of tremendous consequences, because if this huge budget is ap- 
proved, we will be committed indefinitely to high spending and high 
taxes, until some recession comes; and then the situation will be 
serious. 

I think you recognize these dangers probably much more than I do. 
You are a man of great competence and capacity along these lines. 

Let the record show the official budget expenditure figures—actual 
for fiscal year 1955, and estimated for fiscal year 1958. 

Expenditures for military functions in 1955 totaled $35.5 billion. 
The estimate for 1958 is $38.0 billion, an increase of $2.5 billion. 

Expenditures for other national-security items in 1955 totaled $2.8 
— The estimate for 1958 is $2.7 billion, a reduction of $0.1 

illion. 

Expenditures for foreign aid in 1955 totaled $4.3 billion. The esti- 
mate for 1958 is $4.7 billion, an increase of $0.4 billion. 
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Expenditures for international affairs in 1955 totaled $0.2 billion. 
The estimate for 1958 is $0.4 billion, an increase of $0.2 billion. 

Expenditures for domestic-civilian programs in 1955 totaled $21.8 
billion. The estimate for 1958 is $28.9 billion, an increase of $7.1 
billion. Figures for both years include expenditures for roads, 
Federal National Mortgage Association, and postal deficit. 

From these figures it will be seen that as between 1955 and the 1958 
estimates there are increases as follows: 


Billion 
i se ieeetinn perry ehh sa $2. 5 
os inte ie Wn hia nig tn ee ee a a Bee a ere 4 
International affairs____-__- Nee ae aaa ee eee oh 2 2 
premee areas a oak. we oS a2 


Against this total of $10.2 billion, there is a reduction of $0.1 billion 
in other national-security items, making a net increase of $10.1 billion. 
The 1958 budget proposes postal rate increases to eliminate the 
$0.6 billion postal deficit. For this reason, and to use a conservative 
round figure, I am contending that there is an increase between 1955 
and 1958 of at least more than $9 billion, and that the increase in 
domestic-civilian items is at least more than $6 billion. (See table 2, 
. 42.) 

I did not want to take this interrogation so far afield, but I think 
we must meet these questions, I was influenced by the fact. that the 
blame is being put on Congress for all of these things, when Congress 
this year has shown every indication of wanting to reduce expenditures. 
On the other hand the administration has brought the most enormous 
pressure to prevent the reduction of expenditures, at least in sub- 
stantial areas, as you know. 

I have made some examination of the record, and I think it will 
show that never in the history of this country has Congress reduced 
the budget to the extent it has this year in the face of strong opposition 
by the President of the United States. 

We will pass from that subject. 

I would like, if possible, for you to show or have your assistants 
show the particular programs which necessitated the increase of $9 
billion or more between 1955 and 1958. It may be furnished for the 
record, 

Secretary Humrurey. I think we can show where the differences 
took place. 

(The information referred to with related comments by the chairman 
subsequently submitted follow:) 
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Budget expenditures, fiscal years 1955 and 1958 





{In millions] 
stimated, | Change, 1958 
Actual, 1955 168 Ganuary compared 
budget) with 1955 
aeiieery: ha 
Defense Department (military).........----...----------- $35, 532 $38, 000 +$2, 468 
Mutual military assistance. -..............---.------.---- 2, 292 2, 600 +308 
I si cilnincice inate alla ta i peated eee reseed 37, 824 40, 600 +2, 776 
Nonmilitary: 
Agriculture Department: 

Commodity Credit Corporation Ridiisichesabotnecnsen 3, 414 2, 201 —1,213 

Soil- nent Nias tntiiad ctndenanehchulegounaleies abn nani 1, 253 +1, 

SP ined Bi wise dekh basdencksasbatdgdiesiqugicacdiucd 1, 223 1, 876 + 
Atomic mn oon dliick Acton daphapalitecr beets ttaain nine 1, 857 2, 340 +483 
EE Sie seat sa Meer enna ne taneceqnanas 3 495 772 +277 
Mutual oustty om than military assistance) -.....-..- 1, 928 1, 756 —172 
ic ak a isin ord —101 243 +344 

Health, E eosin and Welfare Department --...-......- 1, 993 2, 831 +838 
General Serviess Administration +... .i.4.<.~--260s-nccc0~s- 973 654 —319 
Federal National Mortgage Association. -_............---- 237 140 —97 
EE CN i ore en ca cea we biden 356 58 — 298 
I Fe os cntccnnmetinginesiaesedpuncinaion 4, 405 5, 068 +663 
Se RE ESS CORRS TY 6, 370 7, 300 930 
tite cavkcieddnbsddviwscnvthsniabadudicpegeindectle 3, 001 4, 715 3 -+-1, 714 

NUR OI icine cect ebnie ai 8 3 26, 151 31, 207 +5, 056 

DE ive ccntchaacbuders taub Dist dscdddbawenk shuts 2 63, 975 71, 807 +7, 832 


1 Includes reimbursements to CCC. 

2 For comparative purposes excludes $595,000,000 for Federal-aid highway program 

2 Accounted for mainly by net receipts in 1955 exceeding those for 1958 by $440,000,000 for RFC and 
Federal Facilities Corporation, inclusion of a large part of the increased Government payment of $536,- 
000,000 in 1958 to civil-service retirement fund, and allowance for undistributed contingencies in 1958 of 


CHAIRMAN’S COMMENTS.—It should be noted that $595 million in highway 
expenditures has been deducted from the 1955 total in the table above. With 
this figure included, the 1955 total was, as recorded by the budget, $64.6 billion. 
When the $1.8 billion highway expenditure estimated is added to the 1958 esti- 
mate, the total is $73.6 billion, an increase of $9 billion, instead of $7.8 billion as 
shown in the table. 

The CHarrman. Next I wish to take up inflation. 

Secretary Humrpurey. Let me just get clear, ‘these 2 years.”” We 
can do that 

The Cuarrman. It is fiscal 1955 compared to fiscal 1958. 

Secretary Humpurey. The proposed new budget. 

The Cuarrman. Expenditures in 1955 totaled $64.6 billion. The 
1958 budget was submitted in January 1957. I want someone in 
authority to advise the committee what happened in those 2 years 
between to raise the expenditure estimate for 1958 by $9 billion, or 
more. 

ast Humpurey. We will try our best to show you just where 
this 1s 

The CuHatrman. Now, the next thing I want to talk about is 
inflation. 

It was indicated by your statement that inflation had been practi- 
cally stopped by the present administration; is that a correct interpre- 
tation? 

Secretary Humpnrey. No;I donot thinkso. It had been retarded. 

The Cuarrman. You stated it was an anti-inflationary program. 
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Secretary Humpurey. I think you are referring to the following 
paragraph in my prepared statement: 

The past 4 years have been characterized by greater price stability than any 
other 4-year period since 1939. But inflation is not stopped. It is only slowed 
down. Indeed there has been a disturbing renewal of pressures in the last 12 
months, during which the dollar has lost almost 2 cents in purchasing power. 

Is that the thing you were referring to? 

The CuarrmMan. You say it practically stopped for 4 years, that is, 
1953, 1954, 1955 

Seeretary Humpurey. We went 4 years with a loss of 0.8 of 1 cent. 
Then we took a jump, and we have lost over 2 cents in a relatively 
short period. 

The CHarrMAN. In other words, it was practically stabilized. 

Secretary HumpHrey. It was very steady. It moved up and down 
a little, but it was very steady for about 4 years, and during the last 
several months it has 

The CxHatrman. What-concerns me, is the fact that in. the past year, 
from April 1956 to April 1957, there was a loss of 2 cents. 

Secretary Humpnurey. A loss of what? 

The CuarrMan. A loss of 2 cents. 

Secretary Humpurey. That is right. 

The CHarrmMan. From April of 1956 to April of 1957. 

Secretary Humpnurey. That is right. That is what I say here. 

The CHarrmMan. Now, that inflation is still continuing, of course. 
These figures are up to April. 

Secretary Humpurey. That is correct. More pressure, that is 
correct. 

The Cuarrman. Why do you think, that after a practically stabi- 
lized dollar for 4 years, another period of inflation has started which 
may continue for a long time? 

Secretary Humpurey. Well, I do not know whether it will continue 
or not, of course. I think the main thing that has started this move- 
ment forward again has been the increasing prosperity and the increas- 
ing demands that have occurred in the country. 

These inflationary pressures grow in direct relation to the degree of 
prosperity in the country, and the fuller the employment, the greater 
the demand for goods; the more money there is to spend, the more 
pressure there is on prices and on demand for all sorts of things. And 
we have been in the last 12 months under very high pressure and very 
high demand and very high employment. 

So that you have ‘had all the forces at work that move toward 
inflation. You have had high spending all along the line, including 
the Government spending. “And about the only pressures you have 
had to the contrary have been the monetary pressures which have 
been exercised, leaning against the wind to try to restrain the effect 
of these pressures in the other direction. And they haven’t quite 
done it. 

The CHarrMan. What do you think will be done or can be done to 
stop this creeping inflation? 

Secretary Humpurey. I think the pressures that we now have 
against the creeping inflation—or, if not creeping, a moving inflation— 
work slowly. There is a lag in their operation. 

I think they will gradually become more effective. I think, too, 
that these things go in waves. I think some of the expenditures, 
pressures for expenditures, may be relaxed somewhat. 
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I think that as those pressures for expenditures relax, both in 
industry where there is very heavy pressure, and in municipalities 
and governmental subdivisions, and the Government itself, the 
Federal Government itself, some relaxing of expenditures all along the 
line would immediately help to ameliorate the situation. 

The CnHarrMan. Had this new inflation started when the 1958 
budget was prepared? 

Secretary Humpurey. It was just about the same time. 

The CuarrmMan. Notwithstanding that fact, the President brought 
in budget expenditures of $5 billion more than the previous year. 
Is that a wise thing to do, or not? 

Secretary Humpurey. Well, it was not five, was it? 

The Cuarrman. I should have said $3.5 billion, including roads. 

Secretary Humpurey. You are putting in your road money, putting 
in the road money, I mean, too? 

The CuarrMan. It is $3.5 billion. 

Secretary Humpnurey. Of course, there is a lot—again, Mr: Chair- 
man, you have to relate this, if you are going to put in the roads, 
you have to relate it to road expenditures and not just to what is 
set aside in the trust fund for the roads, because it is the expenditure 
that really causes the pressures. 

The CHarrMan. Well, the expenditures are estimated at $1.8 bil- 
lion. The amount received by the trust fund at this time is larger. 

Secretary Humpurey. That is a larger amount, and that is a 
helpful 
_ The Cuarrman. And the previous year, when the roads were put 
in 

Secretary Humpurey. That is a helpful anti-inflationary pressure, 
you see. As you collect in more money than you spend out, it is 
helpful to retard purchasing power to some extent, so that the road 
program up to date is anti-inflationary rather than inflationary. 

It may turn out to be the other way, but at the present time it is 
not. 

The CuarrMan. Do you regard Government spending as infla- 
tionary? 

Secretary Humpnrey. I do. 

The CuarrMan. Has anything been done by the Administration to 
reduce that Government spending? 

Secretary Humpurey. Well, Mr. Chairman, I do not want to get 
into an argument that sounds political. I want to make it and keep 
it factual in every way that I can. [{Laughter.] 

The CHarrMan. I am nonpolitical, Mr. Secretary. 

Secretary Humpurey. What is that? 

The CuHarrMan. I am nonpolitical. 

Secretary Humpurey. Well, I try to be. 

I just want to say this: that there is nobody—I have worked with a 
lot of people in my life, in a lot of ventures of various kinds, and I have 
never seen anybody more concerned, more thoughtful, who puts in 
more time and effort than the President of the United States on this 
budget, and who is more concerned about increasing Government 
expenditures. 

Now, how you balance the services that the people ought to have, 
that the people demand, how you balance what Congress may do 
with respect to certain programs where they exceed the requests, how 





54 FINANCIAL CONDITION OF THE UNITED STATES 


you balance what you ask for, how you balance what is needed for 
our security against a threatened attack, a threatened enemy, and it 
is real, and the terrible experiditures that are required continually for 
the security to save our lives, and how you balance all those thin 
out with an expenditure level for the whole Government that will 
help to reduce and confine inflationary pressures and still, at the same 
time, maintain us between inflation and deflation—because that is 
where we want to try to be, where you are just balanced and can turn 
either way, that is the happiest situation that America could be in— 
= how you balance that and maintain it is an extremely difficult 
thing. 

Now, in my experience, I have never seen anybody more dedi- 
cated, more honestly attempting to arrive at a proper balance of those 
factors than the President of the United States, nor anybody who 
works harder at it. 

The CHarrman. Do you think it is the duty of the President of 
the United States to yield to all requests for Federal expenditures? 

Secretary Humpurey. No, I do not. 

The CoatrMan. You mentioned the fact these programs are being 
demanded by the public. You say the public have not changed their 
minds. I do not agree with that. 

I have been over the country a good deal, and people have changed 
their minds. That is reflected by what Congress has done to appro- 
priations. 

Secretary Humpurey. Well, I of course recognize, Mr. Chairman, 
just as you do, that there is a great wave of public protest against 
Government spending. But I still believe you are wrong, to a degree 
at least, in the extent to which that Government spending protest has 
reached to the person who is after something for himself. 

There are just two groups of people who come to see me: One 
group who want their taxes cut, and the other group who want money 
for something. And your 

The Cuatrman. Could I ask you a personal question? 

Secretary Humpnurey. Yes, sir. 

The CuarrmMan. How many letters did you get when you made 
that statement on the Budget about “curling the hair’? How many 
approving letters did you get? 

Secretary Humpurey. I got a great many. 

The CuatrMANn. That indicates, I think, that there is public 
demand. It has been evidenced in every way. There have been 
meetings all over the country. A number of Congressmen and 
Senators have attended these meetings. 

Secretary Humpurey. Well, the fellow I am waiting for is the 
fellow who will come to me and say, “I asked for a waterpower project 
or a flood-control project,”’ or some kind of farm subsidy or some kind 
of a business subsidy or a ship subsidy, or something of that kind, 
*‘and I have been down here with a great crowd demanding action from 
Congress. And I have turned around and I have gone to Congress 
and said, ‘We ought not to have this.’ ”’ 

When I see that man, I am going to have a lot more confidence in 
getting our expenditures cut down. 

The Cuarrman. You do not mean we ought to yield to organized 
minorities, do you? [Laughter.] I thought the taxpaying people 
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Secretary Humpnurey. Did you say we ought to yield? I say we 
ought not. 

The CuarrMAN. You seem to be saying that if a group is organized 
for a specific thing, it necessarily must have it. 

Secretary Humpurey. Unfortunately 

The Cuarrman. I think the taxpayers ought to be considered, too. 

Secretary Humpurey. It is not, Mr. Chairman, that they ought to 
have it. It is the unfortunate thing, Mr. Chairman, that they so 
often get it. 

The Cuarrman. Is the President not strong enough to resist pres- 
sure of this kind? 

Secretary Humpurey. This is largely congressional pressure, I 
think. [Laughter.] 

The Cuarrman. Mr. Secretary, it has not been this time. The 
Senate, for the first time in 25 years, has reduced the appropriations 
bills below House figures. That has never been done before in the 
25 years I have been here. 

Secretary Humpnurey. I think maybe it would be worth while, and 
I will spend a few minutes trying to do it, to take a few of the bills 
that have been passed, and just see how much they are either over or 
under, the appropriations actually passed, are over or under the 
requests. 

The CuatnMaNn. We may as well understand that, with $70 billion 
of unexpended balances, a great many of the appropriation cuts we 
are making will have no effect on 1958 expenditures. 

Secretary Humpnrey. We do not have that much now, as you know. 
We are down to around 50. 

The Cuarrman. I think the budget shows a total of $70 billion. 

Secretary Humpurey. It is 46.3. 

The CuarrMan. I[ am using the budget total of $70 billion, in all 
expenditure authorizations, not appropriations alone. I shall insert 
in the record table 7, 1958 Budget Document, pages Al2 and A13, 
which shows the total: 
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The CHarrMan. Can the executive branch use those balances to 
replace the cuts by Congress in expenditure authorizations in many 
instances? 

Secretary Humpurey. Well, these appropriations are very strict, 
as you know, very strict regulations as regards shifting of funds from 
one account to another. 

The CuarrMAN. Within the departments? 

Secretary Humpnurey. I regret to say there sure are. I went to 
Congress this year, for the Treasury Department, where they had 
made some reductions in the budget, which I was glad to accept, 
provided they would give me a 5 percent movement, which they 
willingly did. 

The CuHarrMan. That is true. 

Secretary Humpurey. That was only 5 percent. 

The CHarRMAN. But, as you know, the Treasury now is assisting 
me in an effort to ascertain to what extent reductions in app ropria- 
tions and other expenditure authorizations to date will be reflected in 
expenditure reductions in the coming fiscal year, beginning July 1, 
and it is practically impossible to ascertain that because we don’t 
know to what extent these unexpended balances in old authorizations 
will be used. 

Now, why is that? 

Secretary Humpurey. Well, it is difficult because 

The CuarrMan. I have been working with your own staff in con- 
nection with that, as you know. 

Secretary Humpnrey. Thatisright. We have been working trying 
to get it better in hand than it is. 

The CuarrMan. And they are finding it difficult to show definitely 
what the reduction in expenditures will be. 

Secretary Humpurey. That isso. I know that. 

The CHarrMaANn. There are billions in ren balances which can be 
spent, despite appropriation reduction, if the President chooses to 
allow it. Last year for instance, we ad the foreign aid appro- 
priation by a billion, but the reduction in the cash expenditures was 
estimated at $200 million. 

Secretary Humpurey. That is right. 

The CHarrMan. I know you have done your utmost to wipe out 
these unexpended balances, but | think you will agree with me that 
the Congress has lost contro! of budget expenditures. 

Secretary Humpurey. They have been too large. 

The CHAIRMAN (continuing). In large measure because of these 
unexpended balances. You have testified to that effect, and you 
have done everything you could—you and former Budget Director 
Dodge—to get that corrected. 

Secretary Humpurey. That is correct. 

The CHarrMaNn. Let us go to inflation again. 

You said in your statement yesterday——I do not have the page 
something which indicated that the cost of living had only increased 
a very small percent. 

Secretary Humpurey. That the what? 


The Cuarrman. The cost of living as shown by the consumer’s 


price index. 

Secretary Humpurey. Yes. 

The CuarrmMan. Did you include the period from April 1956 to 
April 1957? 
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Secretary Humpurey. Yes; I go through April 1957. The table 
starts with April 1956, and goes “through the quarters of that year, 
and then comes to the 4 quarters of the foilowing—the 4 months, I 
mean, of the following year, that is 1957. That is this year. So we 
come right down——— 

The CuarrMan. I know, but in your statement yesterday, I do not 
have it before me, you made reference to a decline of only a fraction 
of 1 percent. 

Secretary Humpurey. Well, that was up through the period of 
1956, I think you are thinking about. 

The CHarRMAN. I say that is a—— 

Secretary Humpurey. It is a fraction, as I recall it; six-tenths of 
1 percent a year for the 4-year period through 1956. 

If you will turn to the very next page, right at the top of the page, 
you will then see I brought that right down to date, right down to 
the first day of May, which is the last figure that is published. 

The Cuatrman. I know it was unintentional, but that would mis- 
lead because actually from April 1956, to April 1957, the Consumer 
Price Index went up 5 points. That was a very considerable rise 
during that time. 

Secretary Humpurey. A little less than 4%, I think. 

The CHartrMAN. Well, less than 4%. 

Do you think there are specific things that should be done to stop 
this inflation, or are you cone een about it? Do you think it may 
be serious? And I will also ask, if we should contiiiue losing 2 cents 
a year for 10 years, what would be the condition of this country? 

Secretary Humpnrey. I think it would be extremely serious, and 
I feel exactly as I expressed myself before: that if, over a long period 
of time, we do not get better control of our expenditures, and if we 
are not able to control our Government expenditures, Government 
services, and the expenditures that individuals make, at the same 
time, if we are unable to get a better control of our situation, that we 
can get ourselves into a very great deal of trouble. 

The CHarrMAN. In your judgment, how long can we continue to 
lose 2 cents, which is 4 percent of the present dollar, and not get into 

very serious difficulty? 

Secretary Humpurey. I do not think anybody, Mr. Chairman, can 
pinpoint dates on this. These things go for some time before there 
is a public realization of what is going on, and then you get rather 
unexpected swings that usually are not anticipated, but then all of 
a sudden the public develops some loss of confidence that moves over 
the country like a blanket, and everybody gets to thinking the same 
thing at the same time, and you get into difficulty. 

The CHarrRMAN, Suppose it continued for 5 years. That would be 
10 cents further loss, bringing the value of our dollar down to less than 
40 cents compared to 1940. Would that be serious? 

Secretary Humpurey. I would not be able to guess a time. All I 
could say is that it is a trend that we ought to get hold of and that 
we ought to retard and stop. 

The CuarrMAN. Do you agree with Mr. Stam? He has furnished 
me with a memorandum showing that if we go back to the national 
income of 1955, there will be a loss of $13 billion of revenue to the 
Treasury? 
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Secretary Humpnrey. Well, I have not made up those figures, 
It would not be hard to do, But of course, if we had a very sub- 
stantial drop in activity, we would have a drop in our income, and 
that would seriously affect our budget position. 

The CuarrMan. I am just speaking of 2 years, going back to 2 
years ago. We were supposed to be very prosperous then. 

Secretary Humpnrey. Let me see if we cannot figure it here very 
quickly. I[ have forgotten what the income was during that year you 
are talking about. What 2 years? The new budget, 1958 budget? 

The Cuarrman. I am talking about fiscal 1955, going back to fiscal 
1955 as compared to the period that generates the revenue for this 
fiscal year 1958. 

Secretary Humpurey. For 1958, yes. 

The Cuarrman. Mr. Stam is a recognized authority. He estimates 
there would be a $13 billion loss of revenue. 

Secretary Humpurey. The difference is $13.2 billion, as I make a 
quick figure here, which would confirm—there may be some little 
adjustment that makes 

The CHAIRMAN. In round figures, $13 billion. 

Secretary Humpurey. It would be a large amount of money. 

The CuHarrMan. In other words, a $13 billion loss that would wipe 
out the $1 billion or so estimated surplus, and we would have a $12 
billion deficit. 

What would that do to the economy of the country? 

Secretary Humpurey. Well, I think it would have very serious 
consequences. 

The CuarrMaNn. Going back just 2 years, Mr. Secretary, would not 
be regarded as a great recession. We thought we were very prosperous 
2 years ago. 

Secretary Humrurey. That is right. 

The CHarrMAN. Well, is it not a fact that we have not gotten 
into difficulty before because we have had a rising period of prosperity 
since 1940? 

Secretary Humpurey. That is correct. 

The CuarrMAN. Has any preparation been made or any reserve 
established against a minor recession? I am not talking of a great 
depression, but I am talking of a minor recession, just going back to 
1955. 

Secretary HumpHrey. You mean have we some nest eggs laid 
away here and there? 

The CHarrMANn. Not nest eggs. 

Secretary Humpurey. Not that I know of. 

The CuarrMan. I know there are no nest eggs. 

Secretary Humpurey. I have been looking for nest eggs and have 
not been able to find them. 

The CuarrMan. All of those nest eggs have been hatched out and 
spent. 

But you must have some plans, because here we are skimming 
along now on thin ice, and all we have got to do is go back 2 years and 
we would be in terrible difficulties, What are the plans for meeting 
such a situation? 

Secretary Humpurey. Well, the unfortunate thing is, Mr. Chair- 
man, that until you know what the conditions are that you have to 
meet, it is very difficult to make plans to meet them. 
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I think you have to be guided by conditions as they develop, and 
try to use the appropriate, try to do the appropriate, things. 

I, of course, think this, and I have said so many times: that while 
there are things that the Government can do to be helpful in these 
situations, either up or down, the real, the real force in our economy 
are the citizens of America. Itis not the Government. The Govern- 
ment’s participation is relatively small. 

Now, the Government should do what it can and should conduct 
itself in a sound way and in a proper way as far as it can. But the 
real strength of America lies in the citizens, in the free initiative, the 
free thinking, the free choice of the American citizen, and his own 
activity and his own confidence in himself, in his future, in his security, 
and in the reasonable and right and proper conduct of his Government. 

The Cuarrman. The American citizen cannot be expected to under- 
stand the details of all these things, and I do not see how he can act 
effectively when the situation is upon him. He depends upon us, his 
Representatives, in the Government at Washington, to take care of 
such matters. 

Secretary Humpurey. Every American citizen, or most, the great 
majority of American citizens, looks after his own affairs pretty well, 
and it is the cumulative effect of millions of American citizens look- 
ing after their own affairs well which gives the strength to the country. 

There is nothing the Government can do that can give strength to 
the country if the American citizens themselves fail to look after 
their own affairs. 

The CuarrMan. If we were to have a $12 billion deficit, then it 
would be up to the Government to do something, would it not? I 
do not know what the citizen back home could do about it. 

Secretary Humpurey. Well, there would be some things the Gov- 
ernment could do, and there probably would be some things the 
citizens could do. 

The CuarrmMan. What could citizens back home do, make a con- 
tribution to the deficit? 

Secretary Humpuruy. They eventually would have to pay it, yes. 
Whatever the deficit is, it finally lands in the citizen’s pocketbook. 

The Cuatrman. I am not predicting any such thing will occur, but 
as you well know, and this committee well knows, our taxes are up 
to a point where, if we raise them higher, there will be diminishing 
age They are close to the highest taxes this country has ever 

ad. 

There was a reduction in 1954. But it is well to bring out the 
figures. Notwithstanding that reduction, there has been an increase 
in tax revenue collected from the people. In 1953, we collected 
$64.7 billion; in 1957, we collected $70.6 billion. That is an increase 
in collections of more than 10 percent. 

Now, the point that concerns me, and I am deeply concerned about 
it, is that we have no reserves. We are just assuming everything is 
going up and up. And you know better than I know that that does 
not happen without interruption. Things go down sometimes. 
They may come back again, but they go down too. 

Secretary Humpurey. Well, Mr. Chairman, you want to remember 
this: that we would have $25 billion more either on hand or in reduc- 
tion of debt or something else, if everything had gone as you say and 
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we had not handed that much money back to the people in tax re- 
duction. 

So the people have had the benefits of $25 billion in lesser taxes 
over this same period you are talking about. 

The Cuarrman. I am bringing out the point there was a reduc- 
tion in tax rates, but an increase in collection. 

Secretary Humpurey. There would have been $25 billion more 
collected. 

The Cuarrman. I do not know the total. But there has been a 10 
percent increase in actual cash collected from American taxpayers. 

Secretary Humpnrey. If all other conditions had remained equal, 
which I would doubt. 

The CuatrMan. It seems to me the Treasury ought to have some- 
thing in mind. You have said you would not regard going back to 
1955 as any great depression. 

Secretary Humpurey. No; I would not. 

The Cuarrman. Would you regard it as a recession? 

Secretary Humpurey. I think ‘T called it a rolling readjustment. 
[Laughter. | 

The Cuarrman. All right, rolling readjustment. 

If you have a “rolling readjustment”? now, you are going to have a 
$12 billion deficit. What are you going to do about rolling that? 
[Laughter. ] 

Secretary Humpurey. Well, I would try to meet it as I saw what my 
problem was, and I know of no other way to do it. 

The CuarrMan. Is that not a great potential danger? We have 
exhausted our capacity to tax. I think we have exhausted our 
capacity to borrow. 

Now, if something adverse happens to us, even in a small way, in 
these conditions that confront us 

Secretary HumpHrey. Well, Mr. Chairman, every housewife in 
America knows if you spend all you earn and you borrow more money 
than you can repay, and then a rainy day develops, you are in more 
trouble than you would be if you had been more cautious as you 
proceeded along. 

The Cuarrman. You are talking my doctrine 100 percent. 
{[Laughter.] It is what I have been preaching here for 25 years, and 
have not been able to get many people to agree with me. 

I just want to ask a few more questions 

Secretary Humpurey. Our trouble is, there are not enough house- 
wives in the Government. 

The CuarrMan. I want to ask a few more questions on inflation. 

Inflation is a very complex thing. The Library of Congress has 
supplied me with a definition, but it is rather complicated. I want 
to ask you this question: 

Can it be said simply that the decrease in the purchasing power of 
the dollar is the best measurement of inflation? 

Secretary Humpurey. Well, I do not know that it is the best, but 
it certainly is a measurement. 

I am not—I do not know much about the theory of these things. 
As you know, I am just an ordinary businessman. I know the effect 
of what happens. 

The CHAIRMAN. Yes. 
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Secretary Humpurey. I would certainly say that that was a 
measure. 

The CHarrMan. I understand that there are many elements, but 
is this not the outstanding measurement? 

Secretary Humpurey. Well, they are all relative, you see. If your 
cost of living goes up, the value of your dollar goes down. 

The CHarrRMAN. That is a good index of inflation; is it not? 

Secretary Humpnurey. It is an index; yes, sir. 

The CHarrRMAN. Without going into this complicated definition 
from the Library of Congress—I have confidence in the Library’s 
work 

Secretary Humpurey. [ cannot understand most of those. 

The CHarrMaNn. It is complicated. 

But for a simple-minded man, as I am, would it be accurate to say 
that inflation or deflation is measured by the purchasing power of the 
dollar? 

Secretary Humpnurey. I think that is about right. 

The CHarrRMan, All right. 

Now, we understand that credit inflation and price inflation exist 
today. If that is true, would you, in clear and concise and simple 
language, as you always use, define each of these two kinds of inflation? 

Secretary Humpurey. Well, you are getting over my head in 
theoretical definition. I cannot’ do that. 

And I do not know that the two are too far apart. They come 
from a little different causes, they develop in a little different way, 
but the net effects merge after you get down the road a little way. 

A price inflation occurs through increases in costs, of one kind and 
another, that result from either increases in costs from excessively 
high employment or from various causes of that kind, and prices 
going up because of an excessive demand over the supply of goods. 

Whereas the credit inflation comes about originally or starts 
originally with the monetary policies, developing more credit in the 
country, and providing more money and more credit than you pre- 
viously had. 

Now, as you get along a little way, either one will have an effect on 
the other, I think, and the net result of both is that as they become 
operative, you finally find that your dollar buys less and your costs 
of living are more. 

The Cuarrman. I think you have said before that large deficit 
spending—and we had large deficit spending during World War II 
and the Korean war—is probably the most important factor in 
inflation; is that correct? 

Secretary Humpurey. I think there is nothing that will push you 
along the road to inflation much faster than large Government deficit 
spending. 

The CuarrMan. We did not have deficit spending last year, and it 
was not estimated for tbis year; yet inflation has started again. Do 
you think the high Government spending i is responsible for ‘that? 

Secretary Humpnrey. I think it is a part of the pattern. 

The Cuarrman. What else would you say? 

Secretary Humpurey. As I said before, I think that it is the degree 
of prosperity in the country that we are enjoying, and in direct pro- 
portion to the degree of prosperity that you have, your inflationary 
pressures develop. 
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The CuarrmMan. Then Government spending—— 

Secretary Humpurey. And Government spending is contributing 
to that pressure. 

The CHarrMan. We have increased borrowing in the last 4 years 
by $200 billion—that is the corporations, individuals, and Govern- 
ment. Now, that money is circulating in the economy of the country. 
Has that borrowing been inflationary? 

Secretary Humpnrey. I think probably it has. 

The CuHatrMan. Would you name, in order, the major causes of 
inflation, starting first with high deficit spending? 

Secretary Humpurey. Well, I cannot give you any textbook deter- 
mination of it, Mr. Chairman. I have told you as much as I can of 
the cause of the pressures that develop, and it is those pressures which, 
if they are not offset in some way, gain in momentum and you finally 
get to where you cannot control them. 

The CuarrMan. I would rather not have any textbook definitions. 
I would rather take a definition based on your experience and your 
judgment as a man who has perhaps had as much business experience 
as any man in the United States today, combined with Government 
experience. These textbooks are very difficult to understand in a 
matter like this. In the first place they do not always come from 
people with practical experience. 

Secretary Humpurey. Well, by and large, and over a sufficient 
period of time, you cannot have much more than you produce, and 
that is true for people and it is true for the whole Nation. 

By and large, if your costs are pushed up in various ways, in ways 
to an extent that cannot be offset by increases in productivity of your 
people, if your wage costs go up substantially faster than your pro- 
ductivity goes up, by and large, if your investment goes up very much 
more rapidly than your savings go up, if your expansion is very largely 
in debt and very little in savings instead of vice versa, you sooner or 
later get to a place where you get an imbalance. 

And as you get those imbalances, you get excessive or decreased 
demands, which result in either inflationary or deflationary pressures 
that affect the costs of your goods and the prices of your commodities 
and, finally, your cost of living and the value of your money. 

The CuarrMan. Is reduction in taxes inflationary? 

Secretary Humpnurey. I think perhaps temporarily, under certain 
conditions, it might be. In one of the most important cases of the 
Supreme Court they enunciated long ago the doctrine that the power 
to tax is the power to destroy. 

I believe that, and I believe that the excessive use of the power to 
tax can destroy the American system, if it is carried to a sufficient 
excess; that it will so limit and so decrease the natural pressures that 
we rely upon to stimulate individual incentive, individual activity 
and individual endeavor, that you can first change and then perhaps 
ultimately and finally destroy our system of government. 

The CuatrMAN. Well then, you regard the reduction of taxes when 
they are too high as not inflationary? 

Secretary Humpnrey. I think our taxes now are too high. I think 
we are taking too much. 

Again, these things are never just for the moment. Their effects 
are extended, they are over a period. But the effect sometimes comes 
suddenly and very unexpectedly. And I think our taxes are too high, 
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and we should move in every way that we can, and as rapidly as we 
can and still perform our other obligations, and reduce these taxes. 

The CHarrMAN. But it should be done only when there is a balanced 
budget and a surplus in the Treasury? 

Secretary Humpurey. That is my belief. 

The CuarrMANn. How much Treasury surplus do you think you 
should have, to justify a reduction of the taxes? 

Secretary Humpurey. That, again, is not a fixed amount, it is not 
a definite thing you can pin right down. We are collecting, in round 
figures, $70 billion. A 10 percent reduction of all taxation would be 
$7 billion. Five would be 3%. I think that to make a suitable and 
a proper tax reduction, it would take several billion dollars. 

The CHarrMAN. Would you favor a percentagewise tax reduction, 
or some other kind? 

Secretary Humpurey. Well, there again, Mr. Chairman, I have 
been asked many times to state exactly what to do. I do not think 
any man can intelligently state exactly what he would do until he 
knows the amount that would be available for disbursing. 

Now, whether it would be advisable to reduce or increase excise 
taxes simultaneously with a reduction or an increase in income taxes, 
or how you would apportion it, I think depends very largely upon 
how much money you have and very largely upon conditions existing 
at the time a reduction is made. 

The CHarrMAN. Let us take the imaginary figure of $5 billion. If 
you had $5 billion, would you pay any part of that on the public debt? 

Secretary HumpHrey. That again would depend very largely on 
the times that you were in. If you were in a period of very high 
prosperity and all, your inclination would be to use more of it in debt 
reduction than in tax reduction. 

If you were in a different period of time, you might favor more 
tax reduction and less debt reduction. It would depend upon the 
pressures that were on the economy at the time you were confronted 
with the movement. 

The CuHarrMAN. Eliminate the debt reduction, and if you had $5 
billion that could be used for tax reduction, what are your views as 
to how a $5 billion tax reduction should be made? 

Secretary Humpurey. I would try to do it in two ways: I would 
try to do it in ways that would cover the broadest list of people. I 
would try to cover, if possible, every single taxpayer in some way. 
And I would try to keep in mind the things that would best serve to 
stimulate the growth and development of the country. 

And between the two, I would try to figure out the most advan- 
tageous tax reduction. 

The CuarrMan. What has been the history of the effects of inflation 
on other countries, so far as you know? 

Secretary Humpurey. Well, of course, it has been terribly serious, 
and in a good many places in the world it has destroyed them. 

The CuarrMan. The governments of many countries have been 
destroyed, have they not? 

Secretary Humpnrey. That is right. 

The CuarrmMan. Does that not come somewhere along the line 
when 66 percent, say, of the value of the money is destroyed? We 
have already lost 50 percent. 
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Secretary Humpurey. I do not know. I heard somebody, perhaps 
it was you, say that the other day, and it is a very interesting figure, 
but I really do not know whether that is borne out. I did not have 
a chance to see. I do not know that there is a fixed thing. 

The CuarrMan. There is not any fixed standard for it. It depends 
upon the country. But it is possible for inflation practically to 
destroy governments. 

Secretary Humpurey. Mr. Chairman, as you know, the history of 
the world is when this thing starts, the first decreases are the slowest, 
and as it goes along it gathers momentum, and it goes faster and 
faster, and as people lose confidence in their money they seek to 
turn their money into goods, and the price of goods soars and the 
value of money declines until—I had a friend of mine who told me 
that he and three of his friends—just before the complete debacle in 
China, that he paid a million dollars for a dinner, his check for dinner 
was a million dollars, and he gave the waiter a tip of a hundred 
thousand dollars. 

The CoarrMan. What you have just said about inflation growing 
and growing, is what disturbs me about this new inflation. It stopped 
for 4 years, and now it has started anew. 

Let me ask this question: Is the increase in interest rates infla- 
tionary? 

Secretary Humpurey. Is what? 

The CuatrMan. The increase in interest rates, is that inflationary 
or not? 

Secretary Humpurey. I think under the conditions existing at the 
present time, it is certainly deflationary. As the cost of money rises, 
there are two very simple things that occur: As the cost of money rises, 
the rent for money rises—interest is rent for money, and as you get 
higher rent bid for your money, there is more incentive to save that 
money and to put it out for rent than to spend it. That is particu- 
larly true if, at the same time, you are not worried about the loss of 
the value of your money, if you think that if you lend it out and ¢ 
some rent for it you will get the money back and it will buy as much 
as it did before you rented it out. 

So the stimulation of savings comes about through two things: It 
comes about through increased interest, which is increased rent for the 
money, plus a widespread feeling of security that the value of the 
money is not going to decline. And you have to have them both to 
stimulate savings. 

Now, as you “stimulate the savings, why, of course, that generates 
more money for use in the development of the country, in the building 
of equipment and machines, and increasing the productive power of 
the people. 

The CuatrMan. Take, for instance, a corporation which under its 
competitive conditions is able to pass on to the consumer an increase 
in interest rates. Would the increased interest be inflationary in that 
case? 

Secretary Humpurey. Well, what you can pass on, what one person 
with goods to sell can pass on to a buyer of those goods depends upon 
the competitive situation that is existing at the time. Whether you 
are a manufacturer or a farmer or just an individual trader, there is 
not a bit of difference, that I can see, in making an automobile and 
selling it, or trading a horse, you can price it at what the market will 
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take, what the demand will stand. And if you price it too low, you 
will sell out so quick you will be out of business. 

The CHarrMAN. That is not quite the situation now. The farmer 
cannot pass it on because he is in an overproduced market. Some of 
these great corporations and combinations can pass it on, as you well 
know. 

Secretary Humpurey. Well, I hear that a lot, but I have never-—— 

The CuarrMan. Is this not true—— 

Secretary HumpuHrey (continuing). I have not seen it. 

The CuarrMan. Is it not true that an increase in rents, the interest 
rates, is the same as an increase in wages or anything else? 

Secretary Humpurey. It reflects an increase in costs. 

The CHatrMAN. And the effort, then, of the corporation or the 
businessman is properly to pass it on if he can? 

Secretary HumpHrey. That is right. 

The CuarrMAn. Some corporations or some businessmen can pass 
it on because of the competitive situation, and others cannot. 

Secretary Humpurey. | think that is right. And sometimes they 
can do it at one time, and they cannot at another. 

The CHarRMAN. Yes. 

It would seem to me that those corporations which have an over- 
whelming production of a particular product are in a better position 
to pass it on than other corporations which are in a more competitive 
position. 

Secretary Humpurey. Well, I do not really know of a business 
where there is not competition; and I have never seen one that lasted 
very long, where there was not some competition, because there are 
just too many smart fellows around looking for a place where there 
isn’t competition, to get in to make some money, and the first thing 
you know they get into business there and you have got competition. 

The Cuairman. You made a statement a little while back that the 
increase in wages in excess of the productivity of those wages is 
inflationary. 

Secretary Humpurey. That is right. 

The CHarrMAn. What is the effect of interest rates in excess of the 
productivity of the money on which they are paid? 

Secretary Humpurey. | think it probably would have the same 
effect, except that there is a deterrent effect that rises from an increase 
in the cost of interest, in that people are deterred from taking on 
obligations that require that additional payment. They do not 
expand quite so rapidiy or they do not expand inventories quite so 
rapidly, or they become more cautious, if they have that obligation. 

So an increase in the amount of interest, in rent for money, creates 
a precautionary atmosphere which does not exist the other way 
around. 

The CuatrMan. Does the same general principle apply when 
business costs are increased in excess of their productivity? 

Secretary Humpurey. Yes. 

The CHairmMan. Any increased cost of that nature, if it is passed 
on to consumers, is inflationary? 

Secretary Humpurey. Not necessarily, because | think perhaps the 
deterrent effect more than offsets the inflationary effect. 

As I showed you in this paper yesterday, the actual interests costs 
are so relatively minor in a movement of this kind that they are almost 
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lost in the shuffle. They do have some effect in that direction, there 
is no question about it. 

On the other hand, they have a deterrent effect that offsets it to 
quite—I would think, myself, that the deterrent effect would be 
greater than the inflationary effect. 

The Cuarrman. Well, I cannot agree about this being so minor, 
because these interest rates have increased rapidly. 

Let us take the case of the Federal Government. You offered this 
last bond issue at 3%. As I understand it, only a part of them were 
sold, on a 5-year basis. 

Of course, I know various issues have different maturity dates, but 
suppose the entire Federal debt were to be refinanced at the rate on 
this last offering; what would it cost in interest? 

Secretary Humpurey. Well, I think, in the first place, that there is 
a lot of misunderstanding about this last issue of bonds. 

We did not offer bonds for sale for cash at all. What we had was 
a refunding of an issue that was held by certain holders. 

Now, some of those holders, a large percentage of those holders, 
had purchased those bonds for particular purposes and for particular 
uses, cash uses, and we knew before we started that a large amount of 
those bonds, the holders of them wanted cash, and they were not going 
to turn them into any kind of bonds. 

So that the fact that we had as large a loss of conversion as that was 
just about, frankly it was very close to, what we estimated when we 
started. It was not anything that was a surprise to us or that we 
did not expect. 

We estimated something in excess of a billion dollars of attrition 
at the time we made this offer, and we made it with that expectation, 
and then planned to raise the money in another way, in a cash offering. 

If this had been a cash offering, tailored to terms that met the public 
requirements, and then we could not sell them, that would have been 
something serious. 

The CuartrMan. Could you have sold them 

Secretary Humpurey. But this was not that kind of a case at all. 

The CuarrmMan. Could you have sold those bonds as a cash offering 
at 3% percent? 

Secretary Humpurey. That depends entirely on the situation—I 
think we might have sold it for less, we are selling some issues for less. 

The CuarrMan. Could you have sold it on a 5-year basis? 

Secretary Humpurey. Idonot know. There again, Mr. Chairman, 
you have got to tailor your goods to meet the market requirement, 
and I cannot sell you a winter suit this afternoon. You would not 
buy one. It is too hot. And if I try to sell you a winter suit this 
afternoon, it does not make much difference what price I put on it, 
you would say, “I am not interested.” 

So I have got to sell you a thin suit if I want to sell it to you today; 
and if I sell you a thin suit at a decent price, you will buy it. 

Now, it is just exactly the same with bonds. If I tried to sell you 
an overcoat, a fur-lined overcoat, this afternoon, I would not get 
very far. 

The CuHatrman. Mr. Secretary, the Southern people especially 
have to be on the Senate floor 

Secretary Humpnrey. I hope they are not going to spend a lot of 
money. 
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The CuarrmMan. No. There is another matter on which I am 
confused. I will have more questions tomorrow—but now I want 
to ask you about our gold supply. We have $22.406 billion of gold. 

The foreign dollar holding of gold is $13 billion. Does that $13 
billion come out of the $22 billion? 

Secretary Humpurey. I do not quite know what the figures are 
- are talking about. Are you talking about gold, or short-term 
credits! 

The CuHarrMan. I am talking about the gold we have at Fort Knox 
which, as I understand it, is supposed to be $22 billion; is that approxi- 
mately right? 

Secretary Humpurey. Yes; $22.4 billion. It does not happen to 
be all at Fort Knox, but that is all right. 

The CuatrMan. Is part of this gold in Fort Knox owned by other 
countries, or not? 

Secretary Humpurey. We own the gold. But foreign countries 
have dollars in this country with which they could buy some of this 
gold. 

The CHatrmMan. What? 

Secretary Humpurey. There are thus potential claims on a con- 
siderable part of that gold; yes, sir. 

The CHarrMan. That means 

Secretary Humpurey. By other countries. 

CuHarrMAN. That means that we do not own 58 percent of this 

old? 
, Secretary HumpHrey. No. We own the gold. I do not know 
just what the percent of foreign balances in relation to the gold is at 
the moment. I can get the figures. 

The CuarrMan. I have the figures. 

(Secretary Humphrey subsequently submitted the following:) 





United States gold stock and foreign short-term dollar holdings, end-year, 1945-56 
and Mar. 31, 1957 


[In millions of dollars] 

















Foreign short-term dollar holdings 2 

United Required Interna- 

End-period States gold gold Foreign countries tional in- 

stoc reserves ! stitutions 

| (official) 

Official Private # Total 
| 
1945 ok $20, 083 $10, 919 $4, 179 $2, 704 OR OR ho dk 
1946 4 | 20, 706 10, 780 3, 044 2, 963 6, 007 $474 
1947__ 22, 868 | 11, 341 1, 832 3, 022 4, 854 2, 262 
dat ie Bin , | 24, 399 | 11, 938 | 2, 837 | 3,017 5, 854 1, 864 
Rs dacaes Colrnaia ° 24, 563 10, 795 | 2, 908 3, 052 5, 960 1. 658 
a a seas a daminil | 22, 820 11, 045 | 3, 620 | 3, 497 7, 117 1, 528 
Wel... ... : ' | 22, 873 11, 758 | 3, 548 4, 113 7, 661 1, 641 
Pees... idl ‘ | 23, 252 12, 092 | 4, 654 4, 307 | 8, 961 1, 585 
Gaevle 22, 091 12, 187 5, 667 4, 352 | 10, 019 1, 629 
ses ci ckw Gene ee | 21, 793 11, 847 6, 774 | 4, 379 | 11, 153 1, 770 
ie Shc tihecdsaseuua ed | 21, 753 | 12, 009 6, 956 4, 768 | 11, 724 1, 881 
1956 . Missile voice Aieodibiaic 22, 058 | 12, 120 8, 032 | 5, 449 13, 481 1, 452 
DIED HONE Sok with Sacalaen ‘ 22, 406 11, 761 7, 530 5, 520 13, 050 1, 558 
' | 





1 Required gold reserves are fixed by law at 25 percent of notes and deposit liabilities of the Federal Reserve 
System. These figures also include small amounts of statutory gold reserves against certain other types of 
currency. 

2 Foreigners also held U. 8. Government bonds and notes amounting to $1,638 million on Mar. 31, 1957. 

3 The Treasury Department does not engage in gold transactions with foreign individuals or private 
institutions, but only enters into such transactions for monetary purposes with foreign governments, central 
banks, and certain international institutions. 
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Secretary Humpurey. But there is a substantial amount of the 
gold that might be purchased by other countries to be shipped to 
them. 

The CuatrmMan. Well, the figures I have are $26.406 billion in 
March 1957, and that is carried on the financial—— 

Secretary Humpurey. Twenty-six billion? 

The CuarrMan. I meant to say $22 billion. 

Secretary Humpurey. Twenty-two billion of gold on hand. 

The CHarrMan. On hand—in March; it is carried as an asset on 
the Treasury daily statement. 

Secretary Humpnurey. That is right. 

The Cuarrman. Now, the foreign holdings are $13 billion-plus, 
which is 58 percent. 

Is it correct to understand that foreign countries own, for practical 
purposes, 58 percent? 

Secretary Humpurey. I cannot quite identify the figures, but the 
fact is that foreign countries do have possible claims against a sub- 
stantial part of our gold. 

The CuairmMan. And that means they own it? 

Secretary Humpurey. No; it means that under present laws and 
regulations, they can use their dollar balances to purchase it for 
export. 

The CuHarrMan. That means they own it? 

Secretary Humrurey. They do not own it, but they can ask that 
it be shipped to them. It is not theirs, it is ours now, but under 
present regulations they can demand that it be shipped to them. 

The Cuatrman. If they can demand it, it must belong to them. 

Secretary HumpHrey. No, they can demand that we sell it to 
them, but unless they do so, it is ours. 

The CHatrRMAN. You are just the custodian of it; you are not the 
owner? 

Secretary Humpurey. Well, that is not right. 

The CHarrMan. If somebody asked me to keep a thousand dollars 
for them, I do not own that money, because they can call for the 
thousand doiiars. 

Secretary Humpnrey. No, no. But if you have a _ thousand 
dollars, and you give me a little slip of paper saying that “‘I owe 
you $500,” you still have got your thousand dollars until I say I want 
$500 of it, and then you turn it over to me. 

The CuatrMan. I might have it, but if I spend it—— 

(Laughter. ) 

Secretary iviseiitics y. If you spent it, you would be in trouble. 

The Cuarrman. If I spent it, I could not pay when it was demanded. 

Secretary Humpnurey. That is right. 

The CuatrrMan. I do not understand what you have said. Would 
you be prepared to discuss this subject tomorrow? 

Secretary Humpurey. | will. 

The CuatrMan. All right. 

We will adjourn until 10 o’clock tomorrow morning. 

(Whereupon, at 12 noon, the committee adjourned, to reconvene 
at 10 a. m., Thursday, June 20, 1957.) 





INVESTIGATION OF THE FINANCIAL CONDITION OF 
THE UNITED STATES 


THURSDAY, JUNE 20, 1957 


Unirep Srates SENATE, 
CoMMITTEE ON FINANCE, 
Washington, D. C. 

The committee met, pursuant to recess, at 10:00 a. m., in room 312, 
Senate Office Building, Senator Harry Flood Byrd (chairman) pre- 
siding. 

Present: Senators Byrd, Kerr, Frear, Long, Smathers, Anderson, 
Gore, Martin, Williams, Flanders, Malone, Carlson, Bennett, and 
Jenner. 

Also present: Elizabeth B. Springer, chief clerk; and Samuel D. 
MelIlwain, special counsel. 

The CHarrMan. The committee will come to order. 

When we recessed yesterday, I had asked the Secretary to explain 
the gold stock, and the Seeretar v has adv ised that it would be nee essary 
to obtain additional information. It is a complicated subject. When 
will you have that ready, Mr. Secretary? 


STATEMENT OF HON. GEORGE M. HUMPHREY, SECRETARY OF 
THE TREASURY—Resumed 


Secretary HumpHrey. We will try to have it for you tomorrow, 
just as soon as we can pull the data together. 

The CoarrMan. We will not take it up at this time, Mr. Secretary; 
I have a few other questions to ask. 

Our public debt, as you know, is approximately $275 billion. In 
addition to that, the debts of the States, the localities, and the corpo- 

rations and individuals is $525 billion, making a total of $800 billion. 

This is an increase of $200 billion or 33 percent in 4 years. 

Do you regard this as a healthy situation? 

Secretary Humpurey. I can say this without the slightest doubt, 
Mr. Chairman, it would be a whole lot better for all of us if it was 
a lot less. 

The CHAIRMAN. Has it added to the inflationary pressure? 

Secretary Humpurey. It very definitely has added to the inflation- 
ary pressure. 

The CHArRMAN. Do you anticipate this gross total of indebtedness 
will increase or decrease? 

Secretary Humpnurey. To be realistic about it, much as you would 
hope that it might not go on increasing certainly at anything like 
current rates, some of this debt is going to increase for a while. 

The CHarrMan. What segment of debt do you think will increase? 
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Secretary Humpurey. I am thinking more of the State, local and 
political subdivisions debt. I hope not the Federal, provided of 
course we do not engage in a war or have some international complica- 
tion. 

The Cuarrman. What do you think about the personal and cor- 
porate indebtedness? 

Secretary Humpurey. Personal and corporate indebtedness is a 
little different. Personal and corporate indebtedness, if it is incurred 
in connection with increased productivity and the development of 
lowering costs and increasing production performs a very useful 
function and is not nearly as inflationary as debt spent for a good 
many other things. 

Now the opposite is not true of all public debt by any means, but 
it is more true of public debt than it is of private debt. 

The CHarrmMan. You would mean that some of the corporation 
debt would be for productive purposes? 

Secretary Humpnrey. That is right. 

The CuarrmMan. It would be used for increasing production? 

Secretary Humpnurey. A substantial part of that is to provide more 
goods, more, cheaper, better goods for more people. 

The CHarrMAN. But the consumer debt of course is in a different 
category, is it not? 

Secretary Humpnrey. Yes, in a way, and yet I have said a number 
of times, Mr. Chairman, that consumer debt within proper limits— 
and I am not talking about gross figures, I am talking about proper 
limits for the individual that does the borrowing—if that consumer 
borrowing is done within amply careful limits, it really has gotten 
in this country to become sort of a means of saving, sort of a disci- 
plinary situation that promotes savings to a greater extent than the 
individual would discipline himself to do without. 

The CuatrMan. Would that apply to the purchases of radios and 
things like that? 

Secretary Humpurey. It applies mostly to things that help in 
adding to production and are of a long-term nature, not just straight 
consumer goods. 

The CHatrMaNn. Do you think the present consumer debt is exces- 
sive? 

Secretary Humpurey. It is extremely difficult to reach a conclusion 
on that. I don’t think anybody knows, Mr. Chairman. I think 
that that is one of those things that is going on in our modern society 
that has to be worked with, and I think we have to sort of feel our 
way with respect to it. 

I personally have so much confidence in the good sense and the 
intelligence of the American people over a period of time that I would 
much rather trust the peoples’ judgment than I would some arbi- 
trary limitation. 

The CuHatrmMan. How would you regard, for example, a practice 
of making initial payments on automobiles so low that a purchaser is 
encouraged to buy a higher-priced automobile than he can actually 
afford? 

Secretary Humpurey. Of course you presuppose reasonable terms. 
Now these terms can be stretched ‘until they are out of proportion. 
All of this is neither black nor white. It is elastic in the way you 
must look at it. It can be done in a proper way; it can be done in 
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an improper way. If it is done properly and within proper limits, I 
think it is beneficial. I think that it gets more things into more 
use more advantageously for more people than would otherwise be 
the case. 

Pa you push it to extremes, it can have very seriously prejudicial 
effects. 

The Cuarrman. Do you think that to date it has been pushed to 
extremes? 

Secretary Humpnurey. I don’t think so. I think that it is paying 
off—if you will notice the figures, you will see that about the amount 
that is borrowed, while it keeps increasing some each year in the 
borrowing, it also keeps increasing in the repayments, and we just 
keep rolling it over about a year behind all the time, with a little 
increase each year. 

The CHarrMan. Assuming that we have a further period of pros- 
perity, what policy and rules should the Government follow to reduce 
the public debt? 

Secretary Humpnurey. Of course how rapidly you reduce the public 
debt depends entirely upon how much surplus you have currently 
in excess of receipts over expenditures, and in a high state of activity 
such as we have now, why I would think that it would be wise to use 
at least a substantial part of your savings in debt reduction. 

The CuarrMAN. Assume we have a $5 billion surplus, what per- 
centage of that do you think under present conditions should be 
applied to the public debt? 

Secretary Humpurey. I don’t believe I can tell you, Mr. Chairman. 

The CHarrMAN. It is generally reported in the press that the 
Treasury was unsuccessful in its attempt to refinance a maturing 
issue of Government bonds on a 5-year basis. 

Would you please comment on that? 

Secretary Humpurey. Yes; I explained that yesterday or spoke 
about it yesterday. There has been a great deal of misconception 
about that, and a good deal has been said about it by people that just 
did not understand quite what they were talking about. 

This particular issue was a refunding of about $4 billion of out- 
standing debt. A substantial part of it was held by people that had 
bought it with a specific need in prospect for the use of money at the 
time the maturity occurred, and we made an exchange offer for 
conversion of that debt. 

We did not offer to sell debt for cash; we proposed a conversion of 
debt. This was not a public offering to sell securities to raise money; 
it was a rollover, and we proposed two alternative issues for the rol. 
over and we did it deliberately. Ididit. I will take the full responsi- 
bility for it myself. I did it deliberately on what were very narrow 
margins. 

I pinned it right smack on the market with no advantage to the 
holder to take advantage of his rollover as compared to buying it on 
the market that day. 

I thought it was wise to do it that way. We tested the market. 
We could see there had been a continually increasing movement 
toward wanting shorter term maturities and we had further financing 
coming and we wanted to test the market to get an idea of the trend 
and the way it was going to go. 
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We were in a position that we could take care of it if it was not fully 
subscribed. 

We priced it close to the market, and what we thought might occur 
happened. We had about a billion dollars of shrinkage in the sub- 
scription, in the rollover, and it was not a surprise. 

The CHarrMan. The offer was 4 billion, was it not? 

Secretary Humpurey. The offering was 4 billion and there was 
about a billion of it that was not rolled over—that was not taken in 
the new securities that were offered. 

The CHAIRMAN. You mean 3 billion was taken? 

Secretary Humpurey. That is right; 3 billion was taken and about 
a billion was not, and that was about the estimate that we had made. 
We had made an estimate that we might have about a billion dollars 
of shrinkage in it. 

The CHarrMan. I am glad to have that information. I was under 
the impression that it was the reverse. 

Secretary Humpurey. Oh, no. 

The CHatrMan. That only 1 billion was taken. 

Secretary Humpurey. No, no, it was a billion dollars that was not 
rolled over, and a billion dollars was approximately our estimate of 
what we might find. 

The CuarrMan. If that offer had been made as a straightout sale of 
bonds at three and five-eighths, 5-year bonds; would they have been 
taken under those conditions? 

Secretary Humpnrey. I think they were priced very close. I don’t 
now whether they would have been taken or not. 

As I said to you the other day, selling bonds is not much different 
than selling clothing. You cannot sell a fur overcoat to a man in 
July. You have to tailor your bonds like you have to tailor the goods 
vou are selling to fit the market to which the customer wants to buy 
and you sell him the kind of goods that he wants to buy at the time 
he is buying. 

Now as for these bonds, the demand in the market is for shorter 
term securities and we have to tailor them to fit the market and price 
them to fit the market just as you an with a suit of clothes 

You don’t want fur-lined underwear in July. You want a nice 
thin suit. 

The CHatRMAN. Why is there the demand for short-term paper 
instead of long-term bonds? 

Secretary Humpnrey. | think it is because people are interested in 
greater liquidity. They don’t know just how the markets are going 
and they are ietceoniedl, in greater liquidity to get their money. 

The Cuarrman. Is it with the thought that interest rates will go 
higher? 

Secretary Humpurey. | think they just don’t know whether they 
are going to go higher or whether they are not and they want to be 
mobile. They want to be in a position to meet whatever conditions 
may exist. 

The CHarrMan, Are they concerned about inflation—the possibility 
that if ome buy on a 50-cent dollar basis now they may be paid off 
by the Government later with dollars worth less? 

Secretary Humpurey. I| think the fear of inflation is very definitely 
in the minds of a great many investors, and I don’t know why it should 
not be. 
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The CHarrRMAN. Right. How much of the debt will have to be 
refunded in the next 12 months? 

Secretary Humpurey. | do not have those figures right here. Of 
course there is always a good deal. We take bids, you know, on 
billion six hundred million to a billion eight hundred million dollars 
of Treasury bills every Monday, and there is a large demand. Our 
business community has grown up on the basis of a large amount of 
short-term obligation, so that there is a lot of demand. 

The CHatrMan. Will vou repeat that statement? 

Senator Martin did not hear it. 

Secretary Humpnrey. We sell more than a billion and a half of 
Treasury bills every week. They are sold at auction. 

The CuarrMan. They are for how long—90 days? 

Secretary Humpnrey. Ninety-day paper. They are sold at auction. 

The CHarrMAN. What was the last sale? 

Secretary Humpurey. As I recall it last Monday it was a billion six 
and it was about 3.40 percent. 

The CuHarrMAn. 3.40 percent for 90-day? 

Secretary Humpurey. One billion six hundred million. 

The CuatrrMan. Ninety-day bonds? 

Secrerary Humpnurey. Those are called bills, not bonds, just to 
keep the record clear. The differentiation, Mr. Chairman, so that 
we will all understand the terms in the trade, is that a bill is a 90-day 
bill and a note is for a year or longer, and a bond is for 5 years or 
longer. 

The CHarrMan. What was the interest rate on the same class of 
bills a vear ago? 

Secretary Humpurey. Just a second and we will see if we can find 
that. It would be less. This has fluctuated widely within the last 
few months you know, within the last few weeks. It fluctuates from 
week to week. 

The CHarRMAN. Do you have the averages for the last 12 months? 

Secretary Humpurey. We can get anything you want. I don’t 
know that we have it all right here. 

The CuarrMan. Will you supply interest rate figures on the same 
class of bills 30 days ago, and 90 days ago? 

Secretary Humpprey. You would like bill rates average for 6 
months this year and 6 months last year, the first half of this year 
and the first half of last year? 

The CHatrman. As part of the figures, yes. 

Secretary Humpurey. All right, the first half each year for these 
2 vears. 

The CHatrMAN. I did not understand what you said. 

Secretary Humpnrey. | have not got the figure. I will have to 
look it up. Iam just trying to write down what it is that you would 
like to have and then we will get it for you. 

The CuarrMan. That is to be part of the comparison? 

Secretary Humpnurey. We will get that. 

The CHarrMANn. You do not have it now? 

Secretary Humpurey. This won’t tell you what you want to know. 
What you want to know are the new sales, not the averages. 

The CuarrMAN. Suppose we have it in this form. 

What were the interest rates on these same classes of bills 30 days 
ago. Have you got that? 
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Secretary Humpnrey. We can get it. I don’t know as we have it 
here. We do not have all this data with us here. We would have to 
bring a truck, but we can get it all. 

The CuarrMan. What were they a year ago; do you have that? 

Secretary Humpnrey. No. 

The CuarrMaNn. In addition to the latest rate paid, for what other 
date do you have the rate on these bills? 

What I am trying to find out, Mr. Secretary, is to what extent the 
interest rates have increased? 

Secretary Humpurey. | know it. What you want is to get some 

icture of how much we have had an increase and that is what I would 
like to give you. 

Wait just a minute and let me see if we cannot get you what you 
want. I think this is about what you want. Let me read you here— 
and I think this will answer exactly what you are looking for—here 
are the monthly bill rates by months, and I will start with June. 

The CuarrMan. Is that the average of the month? 

Secretary Humpurey. This is for the month, yes. This is for June 
a year ago, 2.527. July, 2.334. This is the average rate on new sales 
for each month. 

August, 2.606; September, 2.850; October, 2.961; November, 3.000; 
December, 3.230; January, 3.210; February, 3.165; March, 3.140; 
April, 3.113; May, 3.042; and then I will give you a few weeks. 

The week ending May 4, 3.039; May 11, 2.909; May 18, 2.894; 
the 25th 3.122; the Ist of June, 3.245; the 8th of June, 3.374; June 
15 was 3.256; and the last one is 3.404. 

I think that illustrates what you are looking for. 

The CHatrmMan. In what month was the greatest increase? In 
what 3 months period? 

Secretary Humpurey. It varies. You see this varies, Mr. Chair- 
man, currently with use of money in other markets and the demand for 
money from other sources and it does not follow any special pattern. 

It moves, and this would move with the demands for money from 
time to time. You see, we are competing, the Government is com- 
peting with the citizens and with the other governmental subdivisions 
for money every time we go into the market. 

We are in competition with somebody else to get that same money, 
and again it is not any different trying to get money than it is buying 
clothes. 

People shop for it, shop around for it, and if the fellow across the 
street will sell you a suit cheaper than I do, why you go and get it 
from him, and if I want to get the suit I have to bid for it. There are 
a lot of people that want money and they all bid for it and that is about 
the way it goes. 

The Cuarrman. There has been a general rise though in the interest 
rates? 

Secretary Humpurey. What is that? 

The CuarrMANn. There has been a continuing rise in the interest 
rates, apparently beginning last October? 

Secretary Humpurey. Yes. It is even a little longer than that 
but it has been a slow continuous rise. Well, not quite continuous. 
It goes up and down. 

he Cuarrman. There have been some fluctuations? 
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Secretary Humrnurey. The general trend has been up, and as I 
said yesterday, the reason the general trend is up is because there are 
more people wanting money and credit than there is money and 
credit available for them to have. 

= CuatrMAN. Do you expect that general trend to continue up- 
ward? 

Secretary Humpurey. As long as we have the high levels of pros- 
perity that we are now enjoying and people have the confidence that 
they want to spend more than they have got. 

The Cuarrman. Mr. Secretary, I would like for you to furnish to 
the committee the total amount of the contingent liability of the 
Federal Government along with your own opinion as to the possibility 
of these contingent liabilities becoming actual liabilities. I know the 
total can be run up to a tremendous figure, depending upon definition. 
I have thought that a conservative figure may be approximately $250 
billion. I don’t expect you to answer that now. 

Secretary Humpurey. Mr. Chairman, I will do the very best I can. 
You and [ have been on a committee for 4 years looking at this picture 
and you know better than anyone how extremely difficult it is to try 
to estimate the contingent liabilities of this country. 

The CHarrMAN. Just give your personal opinion, that is about all 
any of us can do. 

Secretary Humpnrey. To know even what they are—contingent 
liabilities can be put into a number of different classes. 

You start, of course, with the form of debt that you owe or that 
you have endorsed or that you have guaranteed. 

Then you go to programs where you undertake obligations for the 
future like guaranteeing mortgages, State matching programs, and 
things of that kind. 

These State matching programs, there is no way in the world to 
to know exactly what you are going to be up against because you agree 
to put up 2 or 3 times as much as the State does. 

Phe CuHarrMaNn. Mr. Secretary. Would you regard Federal contri- 
butions to a State-aid program as a continuing obligation except to 
the extent that Congress has appropriated the funds? 

In other words, a Federal grant to the States 

Secretary Humpurey. As long as that program is in effect, you have 
an obligation under the law whether the appropriation has been made 
or not. 

The CuarrMan. I have never included Federal grants-to-State 
programs. For instance, President Eisenhower contends the school 
program he is advocating will last only 4 years. 

Secretary Humpurey. That may be, that particular one, but we 
have got a lot of them that are unlimited. 

The Cuarrman. I may be wrong but I just cannot believe that 
these programs we are entering into in perpetuity must be appro- 
priated for in future years regardless of whether Congress desires to 
do so or not. That is not the kind of contingency I had in mind. 

Secretary Humpurey. What are your thoughts about, for instance, 
social security? 

Suppose we come to a point where on social security our reserves are 
insufficient. Isn’t that a contingent liability where we would have to 
go on and put up the money? 
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The CuarrMan. That is a contingent liability because under the 
law in that case we guarantee these particular benefits. 

Secretary Humpurey. How in the world are you going to estimate 
the contingent liability on that? 

The CHarrMan. If you cannot do it just say “I am unable to do it.”’ 

Secretary Humpurey. All right. I will do the best I can. The 
real contingencies that this Government is liable for is a lot but I 
will do the very best I can. 

(Secretary Humphrey subsequently submitted the following for the 
record :) 


Lona-RANGE COMMITMENTS AND CONTINGENCIES OF THE UNITED States Govy- 
ERNMENT AS OF DECEMBER 31, 1956 


The attached statement covers the major financial commitments of the United 
States Government, except the public debt outstanding and those involving re- 
curring costs for which funds are regularly appropriated by the Congress and are 
not yet obligated, such as aid to States for welfare programs and participation in 
employee-retirement systems. The statement is segregated into four categories, 
namely: (a) loans guaranteed and insured by Government agencies; (b) insurance 
in force; (c) obligations issued on credit of the United States; and (d) undisbursed 
commitments, ete. 

The items appearing in this statement are quite different from the direct debt 
of the United States. They are programs of a long-range nature that may or may 
not commit the Government to expend funds at a future time. The extent to 
which the Government may be called upon to meet these commitments varies 
widely. The liability of the Government and the ultimate disbursements to be 
made are of a contingent nature and are dependent upon a variety of factors, 
including the nature of and value of the assets held as a reserve against the com- 
mitments, the trend of prices and employment, and other economic factors. 

Caution should be exercised in any attempt to combine the amounts in the 
statement with the public debt outstanding for that would involve not only dupli- 
cation, but would be combining things which are quite dissimilar. As indicated 
by the enclosed statement, there are $101.8 billions of public debt securities held 
by Government and other agencies as part of the assets that would be available 
to meet future losses. The following examples illustrate the need for extreme 
caution in using data on the contingencies and other commitments of the United 
States Government. 

1. The Federal Deposit Insurance Corporation had insurance outstanding as 
of December 31, 1956, amounting to $121 billion. The experience of the Federal 
Deposit Insurance Corporation has been most favorable. During the period this 
Corporation has been in existence, premiums and other income have substantially 
exceeded losses which has permitted the retirement of Treasury and Federal 
Reserve capital amounting to $289.3 million (all repaid to Treasury), and the 
accumulation of $1.7 billion reserve as of December 31, 1956. The Corporation’s 
holdings of public debt securities as of that date amounted to $1.8 billion which 
already appears in the public debt total. Out of $241.4 billion of assets in insured 
banks as of December 31, 1956, $63.5 billion are in public debt securities (also 
reflected in the public debt). The assets, both of insured banks and the Federal 
Deposit Insurance Corporation, as well as the continued income of the Corpora- 
tion from assessments and other sources, stand between insured deposits and the 
Government’s obligation to redeem them. 

2. The face value of life insurance policies issued to veterans and in force as of 
December 31, 1956, amounted to $43.6 billion. This does not represent the 
Government’s potential liabilities under these programs since some of these 
policies will probably be permitted to lapse and future premiums, interest and the 
invested reserves amounting to $6.7 billion of public-debt securities should cover 
the normal mortality risk. 

3. Under the Federal Reserve Act of 1913, as amended, Federal Reserve notes 
are obligations of the United States which as of December 31, 1956, amounted to 
$27.5 billion. The full faith and credit of the United States is behind the Federal 
Reserve currency. These notes are a first lien against the $52.9 billion of assets 
of the issuing Federal Reserve banks which includes $24.9 billion of Government 
securities already included in the publie debt. These notes are specifically secured 
by collateral deposited with the Federal Reserve agents which as of December 31, 
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1956, amounted to $17.6 billion in Government securities and $11.6 billion in 
gold certificates. 


Long-range commitments and contingencies of the U. S. Government as of Dec. 31, 
1956 


{In millions of dollars} 








| 


Gross | Public-debt 
amount of | securities 
Commitment or contingency and agency commitment} _ held by 
or | Government 
contingency | and other 
| agencies 


Loans guaranteed or insured by Government agencies: 
Agriculture Department: 
Commodity Credit Corporation 


f ; pau $701 |... 
Farmers’ Home Administration: Farm tenant mortgage insurance | 
| 


fund. a : 2 146 
Commerce Department: Federal Maritime Board and Maritime Admin- 
istration. 20 
Export-Import Bank of Washington--. . ae. oases 


Housing and Home Finance Agency: | 
Federal Housing Administration: | 





| 
Property improvement loans. ae 296 
Mortgage loans } 19, 432 | 
Office of the Administrator: Urban renewal fund 67 | 
Public Housing Administration 2, 857 | 
International Cooperation Administration: Industrial guaranties 5__-____| 96 
Small Business Administration sida ; 20 
Treasury Department: Reconstruction Finance Corporation (in liquida- 
tion)... 3 : 6 10 | 
U. 8. Information Agency: Informational media guaranties 8 |. 
Veterans’ Administration_- 15, 986 | 
Defense Production Act of 1950, as amended ‘ . 309 
Total loans guaranteed or insured by Government agencies. __---- 40, 069 | 
Insurance in force: | 
Agriculture Department: Federal Crop Insurance Corporation. 7 307 | f 
Civil Service Commission: Employees’ life insurance - - - 10, 084 | 
Export-Import Bank of Washington . , ba 
Federal Deposit Insurance Corporation : 120, 996 | 


Held by insured commercial and mutual savings banks---- 5 | 
Federal Home Loan Bank Board: Federal Savings and Loan Insurance 
Corporation - 34, 000 
Held by insured institutions 
Veterans’ Administration: 


National service life insurance - : ? 41, 974 
U.S. Government life insurance -- ; 1, 632 
Total insurance in force__.- = 209, 003 


Obligations issued on credit of the United States: Postal Savings certificates: 


United States Postal Savings System__. $1, 621 
Canal Zone Postal Savings System. =a : 56 
Total postal savings certificates aA 1, 627 
Other obligations: Federal Reserve notes (face amount) -- ae 27, 476 
Undisbursed commitments, ete.: 
To make future loans: 
Agriculture Department: 
Commodity Credit Corporation_- é ! Biases 
Disaster loans, ete., revolving fund _ 2 
Farmers Hlome Administration: Loan program..------- 11 
Rural Electrifieation Administration. .-_-- 668 
Defense Department: Loan to Peru 5. - : 9 
Export-Import Bank of Washington: 
Regular lending activities. in ott 1, 553 |-- 
Defense Production Act of 1950, as amended. 3 : 1 
Housing and Home Finance Agency: 
Office of the Administrator: 
College housing loans-_-.-..--------- ace ; 138 |----- 
Liquidating programs_- - ‘ + (®) we 
Public facility loans- -__- ‘ 2 ha<- 
Urban renewal fund . ; : 10 
Public Housing Administration - - . 241 
Interior Department: 
Defense Minerals Exploration Administration: Defense Produc- 
tion Act of 1950, as amended________- ea codaadhaae Z as 
pp eer ees ere ee eee | () lene 


See footnotes at end of table, p. 82. 
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Long-range commitments and contingencies of the U. S. Government as of Dee. : 
1956—Continued 


{In millions of dollars] 


Gross Public-debt 
amount of securities 
Commitment or contingency and agency commitment! held by 

or Government 
contingency | and other 
agencies 


Undisbursed commitments, etc.—Continued 
To make future loans—Continued 
International Cooperation Administration: Loans to ecign coun- | 

tries 5 a 


Treasury Department: 

Reconstruction Finance Corporation (in liquidation) 

Defense Production Act of 1950, as amended 

Federal Civil Defense Act of 1950, as amended-.___.__.....-.._-- 
Veterans’ Administration (veterans’ direct-loan program) -..........- 


Total undisbursed commitments to make future loans 


Other undisbursed commitments: 
Agriculture Department: Commodity Credit Corporation _. 
Housing and Home Finance Agency: Federal National Mortgage 
Association: 
Management and liquidating functions 
Secondary market operations 
Tee Ts ee cn tina ndonwid dammaawashnkse 
Treasury Department: 
Federal Facilities Corporation.............-- hie aceeecaieacmeiblciik itl 
All other 


Total, other undisbursed commitments 


To purchase mortgages: 
Agriculture Department: Farmers’ Home Administration: Farm 
tenant mortgage insurance fund__._.........-- winvokawst stem 
Housing and Home Finance Agency: Federal National Mortgage | 
Association: 
Management and liquidating functions 
Secondary market operations. ------- 
Special assistance functions__-__...-. itthvcatmtiewed is vi beep’ 


Total commitments to purchase mortgages 


To guarantee and insure loans: 
Agriculture Department: Farmers’ Home Administration: Farm 
tenant mortgage insurance fund : 
Commerce Department: Federal Maritime Board and Maritime 
Administration 
Housing and Home Finance Agency: Federal Housing Administra- 


Small Business Administration __-_____- 
Defense Production Act of 1950, as amended_- 


Total commitments to guarantee and insure loans- ------ 
Unpaid subscriptions: International Bank for Reconstruction and Dev elop- 
t 








1 The Corporation finances part of its activities by issuing certificates of interest to private lending agencies 
The outstanding amount of $208 million as of December 31, 1956, is included in this figure. 

2 Includes accrued interest of $1 million. 

+ Less than $500,000. 

# Represents the Administration’s portion of insurance liability. The estimated amount of insurance in 
force and loan reports in process as of December 31, 1956, is $1,081 million. Insurance on loans shall not 
exceed 10 percent of the total amount of such loans. 

6 The Export-Import Bank of Washington acts as agent in carrying out this program. 

* Includes loans sold subject to repurchase agreements and deferred participation agreements. 

1 Represents estimated insurance coverage for the 1956 crop year. 

§ Excludes accrued interest. 

® Includes public debt securities amounting to $17,605 million that have been deposited with the Federal 
Reserve agents as specific collateral. 


Norte.—The above figures are subject to the limitations and precautionary remarks, as explained in the 
note attached to this statement. 


The Cuarrman. Take the Federal housing programs. Are they a 
real contingent liability? 
Secretary Humpurey. Yes. 
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The CoarrmMan. There is approximately $40 billion in current gross 
housing program authority, exclusive of additional billions in authority 
to insure veterans housing loans. 

Secretary Humpnrey. That is right. 

The CuarrMan. I don’t mean for you to do the impossible. If you 
think you cannot give an opinion just say “I am unable to give an 
opinion.”’ 

Secretary Humpurey. Fine. 

The CuartrMan. But I would value your opinion very highly for 
future reference. 

Just state frankly to what extent you think these liabilities will 
become a charge some day upon the Treasury. 

Secretary Humpurey. We will do that and be very glad to. 

The Cuarrman. Now, Mr. Secretary, the best figures available in- 
dicate that all taxes for fiscal year 1958 Federal, State, local, individual, 
corporate, payroll taxes amount to a total of $110 billion. 

This is equivalent to nearly one-third of the current national income. 
How long do you think our competitive-enterprise system can stand 
a total tax take of this magnitude? 

Let me break that down a little further. 

The Joint Committee on Internal Revenue Taxation under Mr. 
Stam estimates that many corporations pay in all taxes of 60 percent 
of their income. That means the Federal, State, and local taxes, 
including the unemployemnt taxes, the social security taxes, and so 
forth. That leaves 40 percent for dividends, development, and 
incentive. 

Then, as you know, individuals pay from approximately 18 percent 
of their income to 91 percent. 

I know it is a big question, but your opinion briefly as to how long 
our competitive enterprise system can continue under the current 
tax burden would be helpful. After all, the profit motive is the 
motor, so to speak, that turns our private enterprise system and 
makes it go. 

How long can we stand taxation of this magnitude? 

Secretary Humpurey. I believe, Mr. Chairman, that the nearest 
figure you can get to total taxation as compared to national income is 
about 31 percent. I am convinced, as you have indicated, that you can- 
not over a long period take 31 percent of national income in taxes and 
have that spent by public authorities and maintain the kind of a system 
that we have had. 

You are impairing the individual’s rights and liberties, the indi- 
vidual incentives, the individual desires to save. 

At that rate of taxation you create so many imbalances that I 
think you will get into serious difficulty if that is continued over a 
long period. 

Now as I said to you yesterday, I don’t think anybody can tell what 
that period may be. The period is going to be determined very largely 
by public appreciation of what is going on and how serious it is and 
how they feel about it, and it is very difficult to estimate when that 
will take place. 

But I have said ever since I have been here, and I cannot repeat it 
too strongly, that our present rates of taxation in my opinion are too 
high to be maintained over a period of years, and that we should 
shape our affairs to reduce those at the earliest possible moment. 
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I just want to add this, which I have always said and which always 
also has to be kept in mind. 

When you are living in a world that is the kind of a world we have 
that we are living in today, and when you have got a pistol pointed 
at your head and the man says “Give me your money or give me your 
life,” he is going to get the money first instead of the life. 

Now we are in that position to a certain extent. 

I hope and pray that the time will come when the pistol will be 
put down, but as long as the pistol is there, you have got to balance 
out whether you give your money or your life over a period of time 
and balance how you conduct your affairs in that way. 

You have got to see that you have got a pistol of your own that is 
pointed at him that will be just as effective as his for a stalemate. 

The CuartrMANn. There is a tremendous increase in domestic ex- 
penditures. Who is pointing that pistol? 

There is where the biggest increase in expenditures has come during 
this administration. It has not been in the military. 

Secretary Humpurey. You said that the ather day. 

I don’t think that is quite right. This increase period, I think it is 
about 50-50, the last couple of years. 

The Cuarrman. We will take the low budget that Mr. Eisenhower 
brought in, for which he is to be tremendously commended, in 1955, 
64.6, including roads. 

Now he brings in a budget now of 73.6 or more including roads, and 
the increase in the domestic expenditures in that was $6 billion or 
more? 

Secretary Humpurey. Of course if you put the roads in, you distort 
the figures somewhat. 

The Cuarrman. It would seem they should be included in the 1958 
figure for purposes of proper comparison, but we argued that yesterday 
and won’t go into it again. 

Actually, the domestic ‘-civilian increase is even higher than that. 
For this comparison I have not included in the 1958 figures $0.5 
billion for Federal National Mortgage Association and $0.6 billion 
for the postal deficit. Both of these items, along with roads, were 
included in the 1955 figure, and excluded from the 1958 expenditure 
total of $71.8 billion. If they were counted for proper comparison, 
the 1958 estimate would total $74.7 billion. On this basis 1955 
expenditures for military and so-called national security totaled $38.3 
billion and the 1958 estimate is $40.7, an increase of $2.4 billion; 
1955 expenditures for foreign aid and international affairs totaled 
$4.5 billion and 1958 estimate is $5.1 billion, an increase of $0.6; 
the 1955 ee for domestic-civilian programs totaled $21.8 
billion and the 1958 estimate is $28.9 billion, an increase of $7.1 
billion. But I will not count the postal deficit until we see what hap- 
pens to the proposal to raise the rates. 

Secretary Humpurey. Yes. If you put the roads in, it is 2 to 1. 

The CuarrMan. The figures stand for themselves. 

Secretary Humpurey. That is right. 

The CuarrMan. They are in the record. (See table 2, p. 42.) 

Secretary Humpurey. That is right. 

The Cuarrman. Now Mr. Secretary, I am going to ask you my 
final question. 
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Mr. Secretary, I want to summarize what I regard as the dangers 
of our present fise al situation, this represents my concern as to our 
ane situation. 

Our debt has reached the level of the permanent statutory debt 
limit. I am of the firm opinion that the Congress will not extend the 
$3 billion additional temporary debt ceiling, which expires on June 30, 
1957. In fact, I would say that any debt now in excess of $275 billion 
would be dangerous, and fiscally unsound. Authority for any addi- 
tional debt will be difficult to obtain from Congress. 

I am convinced that we have reached maximum taxation and 
that further increase in taxes would not only result in great hardship 
to individuals and injury to the competitive enterprise system but 
would, in some classifications, at least, result in diminishing returns. 

. New inflation has started. From April 1956 to April 1957 
the dollar lost 2 cents of its 100-cent value—the equivalent of 
4 percent of the present dollar. This new inflation will, in all likeli- 
hood, continue, and may, in fact, be accelerated. The present dollar 
is now worth 49.8 cents as compared to 1940. If this debasement of 
the dollar continues, most serious consequences will result. 

4. We have no reserves to meet even a slight business recession. 
Colin F. Stam, the chief of staff of the Joint Committee on Internal 
Revenue Taxation estimates that if we return to the national income 
of 1955, just 2 years ago, a loss in tax revenue of $13 billion will result. 
This was confirmed yesterday by you. A $13 billion loss in revenue 
will mean a deficit of $12 billion, which, should it occur, will shake 
the financial foundation of this country to a dangerous degree. 

As I understood you yesterday, you would not regard a return to the 
national income to its 1955 level as a serious recession. So, taking 
the situation as a whole, we are certainly skating on very thin ice 
We cannot expect business prosperity to go up and up. History 
shows there have always been peaks and valleys in business activity. 

In fact, to date the budget has been balanced only once in the past 
4 vears and that was in fiscal 1956, when the surplus was $1.6 billion. 

In fiscal 1957 there is some uncertainty as to whether or not the 
budget will be balanced, due to unanticipated increases in expenditure. 

For fiscal 1958 the President has indicated his budget as presented 
was in precarious balance depending upon two uncertainties: first, 
the increase in postage rates, and second, a continuing increase in 
national prosperity at a rate of approximately 6 percent. 

All in all, this presents to me a picture of the most dangerous 
implications, and certainly some preparation should be undertaken 
to avoid or meet the evils that would result from even a slight recession 
in future national income. 

What do you think should be done? 

Now Mr. Secretary, I am not going to ask you to answer this now, 
but very seriously I would like you to answer that question directly 
treating all the points I mentioned, right down the line. I know 
vour opinions will be sincere and honest, as to what should be done 
to avoid the evils which would result from the conditions that I have 
described. We are geared so highly to income taxes, I am especially 
anxious to have your views on the effects of even a slight recession 
on revenue, deficit spending and debt. 
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I don’t want you to give a quick answer now. But I would appre- 
ciate the benefit of your views for the record. When your answer 
is submitted it will be made part of the record. 

Secretary Humpurey. I will be very glad to do so, Mr. Chairman. 

(Secretary Humphrey later submitted the following for the record:) 


THE SECRETARY OF THE TREASURY, 
Washington, July 12, 1957. 
Hon. Harry Fioop Byrp, 
Chairman, Committee on Finance. 

Dear Mr. CuHarrMan: I am glad to give you the following answers to the 
questions you asked of me when you summarized what you regard as “the dangers 
of our fiscal situation.” 

I share some of your concern, but, I think, perhaps not to the same extent. 
I do not believe that great difficulties are inevitable. The good sense of the 
American people in the conduct of their own affairs supported by appropriate 
action by the administration and the Congress, can minimize, if not entirely 
avoid, most of the difficulties you fear, but this will not be easy. It will take 
careful thought and analysis and persistent and courageous effort by all concerned. 

More specifically: 

1. I hope very much that there will be no necessity for increasing the debt 
limit, even temporarily. As you know, we have worked very closely with you 
for the past 3 years on narrower margins than were previously thought possible 
in order to preserve this debt limit and still permit the Government to function. 
I believe in the debt limit. It is a wholesome deterrent to undue spending and 
it would be unfortunate if it had to be increased permanently, barring, of course, 
some unforeseen change in worldwide conditions. 

2. I agree with you that a further increase in taxes is not only undesirable but 
I do not think it could be accomplished and accepted by the public unless some 
very unusual and unforeseen conditions would justify it. In fact, I will go further 
and again repeat what I have said so many times before: I believe our present 
taxes are far too high and must be reduced in successive reductions over a period 
of time whenever an excess of receipts over disbursements becomes available in 
sufficient amount to justify a decrease in taxes, which should then be made 
concurrently with the accrual of the excess. I think our fiscal policy should be 
so fashioned that this will result. 

3. I hope that the fear of inflation will continue to concern us because infla- 
tionary pressures are incident to prosperity. Just a little continuous inflation, 
which is often urged, is neither inevitable nor desirable. The happiest situation 
for the people of this country is to have our economy so balanced between infla- 
tion and deflation, with both in such good control, that neither predominantly 
develops. This is best accomplished by relying principally upon the good sense, 
the industry, and the great care with which the American people are capable of 
looking after their own affairs, aided by proper governmental monetary and fiscal 
policies. It will however, require courageous action, promptly taken, probably 
against criticism, but which, in the end, will prove its worth in better times and 
better living for our whole Nation. 

4. I cannot agree with you that we have no reserves. The United States has 
a real reserve of credit. Our governmental credit is not unlimited, but as long 
as we have a Government in power which not only believes in, but practices, 
sound monetary and fiscal policies, controls its expenditures, and is wise in its 
operations, the Government of the United States has ample credit and the people 
will have sufficient confidence in it to meet its needs for financing for whatever it 
properly may require. 

Finally, I do not think it particularly significant to consider what might happen 
if we returned to the level of governmental receipts in fiscal 1955 which reflect 
national income levels of 1954. Our population is growing; our individual earn- 
ings are increasing; our whole economy has been expanding, and, I hope, will con- 
tinue to do so. We have had a substantial growth in both population and in 
income since 1954 as well as in the number of income producers and people em- 
ployed. If we were to reduce our total governmental income now to the dollar 
amounts of 1955, it would involve mich higher unemployment and deeper cut- 
backs in production than occurred in 1954 because of this growth in the meantime. 

I do, however, share your belief which is based on history that the economy 
will not grow continuously and uninterruptedly. We will have periods when 
buying will not be as extensive, confidence will not be as great, and jobs will not 
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be as plentiful nor the income of the people or of the Government as large as at 
other times. Just when conditions may develop that will effect such changes, it 
is impossible for anyone to forecast. How much conditions might change, what 
might be the immediate causes, and how they should best be met can be told 
only as the conditions unfold and the problems are presented. 

It is not as productive to speculate in such unknown areas as to spend our 
time, our thought, our energies, in forceful and persistent efforts to best handle 
the problems that face us today. By handling them properly now we will at least 
lessen, if not entirely avoid, many problems of tomorrow. Inflationary pressures 
already may be abating. Some of the indexes are leveling off. Natural reactions 
may be forming. These approaching changes never are crystal clear but we must 
watch with the greatest care to revise our flexible policies as soon as and whenever 
changing conditions warrant. 

I would like to again emphasize what I said in my opening statement. We 
should continue to work to reduce Federal expenditures, to reduce the public 
debt, to achieve a sufficient surplus to allow an equitable cut in taxes. We should 
continue to encourage saving by all of the people, with sound money and incen- 
tive for initiative and with more dependence by the people on themselves and 
less on the Government. These are the ways by which the levels of living for 
our people will rise most rapidly in the years ahead. 

Yours very truly, 
Georce M. HumpuHRey, 
Secretary of the Treasury. 


The CuarrMan. Mr. Secretary, you have been very patient and 
very kind about answering questions and very frank. 

Now I turn you over to the tender mercy of Senator Kerr. 

Secretary Humpurey. | hope your appraisal i is correct. 

Senator Bennerr. Mr. C ‘hairman, an inquiry. 

The Senate goes into session in 7 minutes. Has the chairman 
decided the status of this committee? 

The CHatrMAN. We will be notified if there is any voting or any 
other necessity for us to be on the Senate floor. In that event we will 
adjourn immediately. 

The Japanese Prime Minister comes in at 12:30. 

Senator Bennerr. Of course, as the chairman knows, there is a 
rather unusual parliamentary maneuver scheduled sometime today. 

The CuatrmMan. There are some southerners on this committee and I 
imagine that we will want to be there. 

Senator FLanprrs. Mr. Chairman, is it too late to have the Senate 
proceedings televised for our benefit? 

The CuatrmMan. These proceedings? 

Senator FLanprErRs. The Senate proceedings. 

The CuarrMAN. | am afraid we could not make those arrangements 
now. 

Senator Kerr? 

Senator Kerr. Thank you very much, Mr. Chairman. 

I want to express my appreciation for the very objective and 
statesmanlike approach that the chairman has taken in this inquiry. 

In my judgment insofar as he is concerned, he is highly negating 
the charges made on the floor yesterday that Democratic members 
of this committee were making this investigation a political maneuver. 
I am glad that the chairman has done what he has in the way that 
he has because I feel there is somewhat less of a burden on me to 
devote the major part of my effort to maintaining that same atmos- 
phere. 

Mr. Secretary, you have been pronouncing here with a considerable 
degree of facility and eloquence the principle that the chairman or 
you or somebody should not try to sell fur coats in August. 
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Secretary Humpurey. Should not try to what? 

Senator Kerr. Should not try to sell fur coats or fur-lined under- 
wear in August. 

Secretary Humpurey. Yes, sir; I think that is right. 

Senator Kerr. I think that is a very wholesome admonition. 

What I would like to know is why in violation of that principle 
you did just that thing in the offer of your $4 billion renewal in May. 

Secretary Humpurey. As I explained to the chairman just a minute 
ago, Mr. Kerr, we were feeling out the market. We were ina position 
where we could feel the market under circumstances that were entirely 
appropriate for that purpose, and we offered in addition to the usual 
short term security of 11 months an alternative proposal of nearly 
5 years maturity just to see what the market would develop, and to 
keep trying to stretch out the debt a little. 

Senator Kerr. You knew what month it was? 

Secretary Humpurey. Yes, sir. 

Senator Kerr. And you made the statement repeatedly to the 
chairman that you gaged your offering so as to hit the market right 
on the nose? 

Secretary Humpnurey. That is right. 

Senator Kerr. I take it that in that regard you were avoiding 
that very unwise suggestion of selling fur-lined underwear in August? 

Secretary Humpurey. We offered an alternative proposal to see 
just how it would develop. 

Senator Kerr. But you offered it as you said and you took full re- 
pees, for doing so right on the market? 

Secretary HuMPHREY. That is right. 

Senator Kerr. But they did not “sell? 

Secretary Humpurey. Well, they sold about what we estimated. 

Senator Kerr. The holders of those maturing securities were not 
the only ones who could have taken advantage of the offer? 

Secretary Humpurey. They were the only ones that could. 

The only way anybody else could get in would be to buy the rights 
from them to do so. 

Senator Kerr. Do you suppose that if the rights had been worth 
anything that those who owned them would have hoarded them and 
made the sacrifice of not selling them? 

Secretary Humpurey. No, the rights would have been available for 
sale. 

Senator Kerr. Aren’t they always available for sale? 

Secretary Humpurey. They are available. 

Senator Kerr. Aren’t they always available for sale? 

Secretary HuMpHREY. Sometimes they are not purchased. 

Senator Kerr. Aren’t they always available for sale? 

Secretary Humpeurey. Somebody usually has some for sale. 

Senator Kerr. They are always available for sale if the holders do 
not want to take advantage of the offer of renewal, aren’t they? 

Secretary Humpnrey. That is right. 

Senator Kerr. And wasn’t one of your offers for new forms of 
indebtedness on a short-term basis? 

Secretary Humpurey. That is right. 

Senator Kerr. And yet there was a billion two hundred million not 
accepted? 

Secretary Humpurey. It was 1.156 billion, but I won’t quarrel with 
you over that. 
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Senator Kerr. I don’t want to quarrel over anything because there 
is a way for us to address ourselves to these matters factually, and I 
want to say that I am going to try to do that myself and try to help 
you to do the same thing. 

Secretary Humpurey. Good, and I will try to help you. 

Senator Kerr. Then we ought to get somewhere. 

Secretary Humpurey. And I hope the same limitations that you 
have suggested for yourself from the chairman’s conduct will also 
apply to me. 

Senator Kerr. I want to say you established that precedent when 
you read a speech prepared for you by the chairman of the Republican 
National Committee here 2 days ago. I want to say that any po- 
litical obligations you had to your administration, if they were not 
met by your statement, I don’t know how they could be. 

Secretary Humpnrey. I hope you will give credit where credit is 
due, however. 

Senator Kerr. I will try to and I am not going to charge too much 
interest on it. 

I have here an editorial from the Wall Street Journal of June 3, 
1957, headed ‘‘Fiscal Mess.” 

Neither you nor I have any control over that paper, but it has been 
in your corner a lot more often than it has been in mine. 

Secretary Humpurey. I am not sure of that. 

Senator Kerr (reading): 

Early this spring the Treasury raised its interest rate on Government savings 
bonds from 3 percent to 3'4 percent. Despite this the parade of people walking 
up to cash in their savings bonds has hardly diminished. 

Early this month the Treasury, faced with the job of refunding nearly $4.2 
billion of the public debt, offered a 57-month note at 35 percent. It was a flop. 
People who held the expiring securities preferred cash over the new Treasury notes 
to the tune of $1.2 billion. 

And just a week ago Treasury officials gave up hope of selling the public a 
long-term bond to raise cash. 

I wonder if that is correct. 

Secretary Humpurey. It is to the extent that I don’t believe that 
you can wisely sell a long-term bond to raise cash today. I don’t 
think it would be a desirable thing to do. 

Senator Kerr (reading): 

They found the market was not receptive at the interest rate the Treasury was 
willing to pay. 

In the meantime the Government’s expenses have been rising and tax collec- 
tions a ue been coming in only “‘moderately well.”” The national debt is already 
some $5 billion more than it was 4 years ago and officials expect it to go higher 
before it goes lower. 

Although there are plenty more such unhappy statistics, this is enough to show 
that when Robert Anderson takes over as Secretary of the Treasury this summer 
he will have his job cut out for him. 

The plain, simple, and incontrovertible fact is that the Government of the 


United States is in a fiscal mess. 

To put it bluntly, the Treasury of the richest Nation on earth is short of money. 
At one point this spring it had hardly enough cash to pay a week’s worth of bills 
and with current spending rising faster than current income despite the balanced 
budget, the squeeze threatens to get worse. 

I read that, Mr. Secretary, because it suggests to me either that 
you were trying to sell ‘‘fur-lined underwear in August’? when you 
offered those renewals last May or that you were mistaken when you 
said that you gaged the market situation accurately and offered them 
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right on the nose. If you have any comment to make on that, I 
would be glad to have it. 

Secretary Humpurey. Yes, Senator. I told the chairman that this 
was a very good opportunity for us to offer this in this way. We 
have goods to sell right along, and so far as being in a crisis is con- 
oniagk “in a way I have been in a crisis or 2 or 3 crises at a time for 
the last 4% years and I have gotten kind of used to them and we are 
not in any more crises now than we have been at any time since [ 
have been here. 

Senator Kerr. Are you in any less of one than you were when you 
got here? 

Secretary Humpurey. Well, yes, I think we are. 

There are a great many places that are in much better shape than 
they were then. 

Senator Kerr. I am talking about the Treasury now. 

Secretary Humpurey. That is what I am talking about. 

I am talking about the Treasury entirely, and I think it is in much 
better shape than it was. 

We did this, this was a sale just as you would make it in your store 
or any other place to test your market and see what your market was 
to be sure just how you were going to conduct yourself in the future, 
and we were prepared to handle exactly the situation that arose, so 
that there was no surprise or nothing unusual about this at all. 

Senator Kerr. Then these observers in such publications as 
Barrons, the Wall Street Journal, the New York Herald Tribune and 
others who indicated that they were quite shocked at what had 
happened were just not aware of the degree of the crisis to the extent 
that you were? 

Secretary Humpurey. No, no. They have to have things to write 
about. 

As you know, a lot of sensation makes good newspaper writing. 

Senator Kerr. And I thought too, it was quite a sensation at that 
time. That is what I am talking about. 

Secretary Humpurey. There were some articles that attempted to 
make it so and there were a lot of other articles that pointed out what 
an error that was, so we can read each others’ articles back and forth 
on both sides, and there were articles, just as many on one side as the 
other. 

Senator Kerr. In your statement, Mr. Secretary, in about the 
middle of the page, the last sentence of the paragraph— 

Secretary Humpnrey. Which page? 

Senator Kerr. Page 1. 

It is a record of unequaled prosperity with both the blessings and the problems 
of such a period. 

I understood at the time you were reading the statement that you 
were referring there to the problems as being the problems in connec- 
tion with financing the public debt and the fiscal management policies 
of the Treasury. 

Secretary Humpurey. No. The problems that I referred to here 
are the problems of inflation, the great problem of a period of high 
prosperity is the problem of correlative inflation. 

Senator Kerr. Let’s stop right there and get 1 or 2 things in the 
record. 
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On June 12, 1953 there was an interview in the U.S. News & World 
Report of the then Secretary of the Treasury, Mr. George Humphrey, 
and one of the questions was this: 

When do you think we will have a sound dollar? 

Answer. I think you have it today. I think the dollar today is a pretty 
stabilized dollar. 

That was a little over 4 years ago that you were quoted as having 
said that. 

Did you say that? 

Secretary Humpnurey. I did, and it proved to be so for 4 years. 
I was right for at least 4 years. 

Senator Kerr. You said the other day that this last serious inflation 
started a year ago in April. 

Secretary Humpurey. I did not say there was a serious inflation, 
and I don’t think there is. 

I said it had lost two points in purchasing power in the last year. 

Senator Kerr. Can you name any other peacetime year in the his- 
tory of the Nation when it moved that much? 

Secretary Humpurey. Oh, yes. I can show you some that moved 
3 or 4 times that. 

Senator Kerr. Peacetime years? 

Secretary HumpHrey. Yes, sir; peacetime. 

Senator Kerr. That is going to be an interesting development. 

Secretary Humpurey. I will let you do your own arithmetic. 

Senator Kerr. No, you are the expert. 

Secretary Humpurey. 1945 to —— 

Senator Kerr. Was that a peacetime year, Mr. Secretary? 

Secretary Humpurey. Between 1945 and 1946 was, and that is 
the comparison | am going to make. 

Senator Kerr. Are you talking about fiscal 1945? 

Secretary Humpurey. The period from 1945 to 1946. 

Senator Kerr. If you are going to call either fiscal 1945 or fiscal 
1946 a peacetime year—— 

Secretary Humpnrey. These are calendar years. 

Take the calendar year 1946. It does not make any difference. 
Take 1946. It was 71.2; 1947 was 62.2, or a difference of nine cents. 

The next year 

Senator Kerr. Wait a minute, let me go along with you. I don’t 
want to get derailed. 

Secretary Humpurey. This table is on page 19 of my statement. 

The CuarrMan. I am very sorry to interrupt, but we have been 
called to the Senate floor. 

We shall meet again at 10 o’clock tomorrow morning. 

(Whereupon, at 11:10 a. m., the committee was adjourned, to 
reconvene in executive session at 10 a. m., Friday, June 21, 1957.) 
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INVESTIGATION OF THE FINANCIAL CONDITION OF 
THE UNITED STATES 


FRIDAY, JUNE 21, 1957 


Unirep States SENATE, 
ComMITrEE ON FINANCE, 
Washington, D. C. 

The committee met, pursuant to recess, at 10 a. m., in room 312, 
Senate Office Building, Senator Harry Flood Byrd (chairman) 
presiding. 

Present: Senators Byrd, Kerr, Frear, Long, Smathers, Anderson, 
Gore, Martin, Williams, Flanders, Malone, Carlson, and Bennett. 

Also present: Senator Bush. 

Elizabeth B. Springer, chief clerk; and Samuel D. Mellwain, 
special counsel. 

The CHarrMAN. The committee will come to order. 

Senator Kerr is recognized. 


STATEMENT OF HON. GEORGE M. HUMPHREY, SECRETARY OF 
THE TREASURY—Resumed 


Senator Kurr. Mr. Secretary, yesterday we were discussing the 
sharp rise in living costs and the shrinkage of the purchasing power 
of the dollar which occurred between April of 1956 and April of 1957. 

According to the table that you gave us, it had been about 3.8 
percent in the 12 months. 

Secretary Humpurey. That is right, it had been 1.9 cents. 

Senator Knrr. And we do not have those for May, but I anticipate, 
of course, when that index is released it will show an additional rise. 

Secretary Humpurey. Well, I think you would have a right to 
expect that. 

Senator Kerr. I asked you if you knew of any other peacetime 

ear in which there had been that much change in that direction, and 
believe you said there were many of them, and you had called my 
attention to 1946, 1947, and 1948. 

Secretary Humpurey. That is correct. 

Senator Kerr. What was the extent of it, on the basis of the 
information that you have there, in 1946? 

Secretary Humpurey. As compared with the 2 cents in the past 
year, it was 6 cents in 1946; it was 9 cents in 1947; and it was 4.4 
cents in 1948. 

Senator Kerr. Do you have a suggestion as to what might have 
caused the increase in 1946? 

Secretary Humpurey. No, I do not, Mr. Kerr. 





94 FINANCIAL CONDITION OF THE UNITED STATES 


Senator Kerr. Do you remember that that was the year price 
controls were terminated? ; 

Secretary Humpurey. Well, I do not remember; but I have no 
doubt, if you say they were, that was it. 

Senator Kerr. I am asking the questions. You have a staff 
present who can advise both of us if that is correct. 

Secretary Humpurey. Yes; they say that is correct. June 1946. 

Senator Kerr. Now, do you have any suggestion as to the basis of 
the sharp rises in 1947 and 1948? 

Secretary Humpurey. I do not think necessarily the release of 
price controls should account for the sharp increase. We released 
price controls the first year we were here, and we did not have any 
sharp increase. 

Senator Kerr. Did you have anything like the same pent-up de- 
mand for goods and wares, and did you have the limited productive 
facilities as we had in 1946? 

Secretary Humpurey. No, I do not—we had greater productive 
facilities at that time. The country had grown, and I think we had 
greater productive facilities and, of course, the Korean episode was 
not comparable to the Second World War. 

Senator Kerr. What was the gross national product in 1946? 

Secretary Humpurey. $209 billion. 

Senator Kerr. $209 billion? 

Secretary Humpnrey. Yes. 

Senator Kerr. What was it when you ended controls? 

Secretary Humpnrey. $345 billion. 

Senator Kerr. $345 billion? 

Secretary Humpurey. Yes. 

Senator Kerr. That was quite an increase in productive facilities. 

Secretary Humpurey. Oh, yes. The country is growing right 
along; it has grown up every year. 

Senator Krrr. Yes. 

Secretary Humrpnrey. But relatively, I suppose things would be 
about the same. The labor forces and productive factors all have 
moved up, of course, to accomplish this. And the very fact that in 
the meantime we had these very sharp price increases, these very 
things we are talking about, of course greatly increased those figures 
we are talking about; because every time the dollar goes down, the 
gross national product goes up. 

Senator Kerr. We are talking about a lot of figures. 

Secretary Humpurey. Let me make it perfectly plain. Every 
time the dollar goes down as it was going down very rapidly during 
this period that you are talking about, that meant that the national 
gross product figures were going up. Because the gross product rises 
as the dollar goes down, the figures go up. 

Senator Kerr. Well, do you have the figures there of the produc- 
tive ouptut in 1953 as compared to 1946? 

Secretary Humpnurey. I just gave you those. 

Senator Kerr. On an adjusted basis? 

Secretary Humpurey. No, I do not have them adjusted. 

Senator Kerr. Well, you have a man there who can figure it for us. 

Secretary Humpurey. Well, let’s see if he can. I do not know 
whether he can do it that quickly. 

Senator Kerr. While we are talking about something else, let’s 
see if he can. 
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Secretary Humpurey. Let him try. 

He says this, I hope it is right: that it went from 290 in 1946 to 366, 
on an adjusted basis. 

Senator Kerr. In what year? 

Secretary Humpurey. Well, it was from 1946 to 1952. 

Senator Kerr. To 1952. 

Secretary Humpnurey. That is right. Both inclusive. 

Senator Kerr. Now, the 1947 and 1948 years, was there anything 
special about those years, do you recall? 

Secretary Humpuruy. I do not recall, Senator. 

Senator Kerr. Did you ever hear of the Republican 80th Con- 
gress? [Laughter.] 

Secretary Humpurey. Yes, indeed. 

Senator Kurr. Do you remember the big fight in 1947 about a 
tax-reduction bill which was twice vetoed and had been passed over 
the veto of the President, against the warnings that the result of it 
would be inflationary? 

Secretary HumpHrey. I do not know that I do recall that; no. 
But I think—TI think there was something of that kind, but I do not 
remember just when it occurred. 

Senator Kurr. Well, I have here in the hearings before the Joint 
Economic Committee in January of 1957 (January 1957 Economic 
Report of the President, Hearings before the Joint Economie Com- 
mittee, Congress of the United States, 85th Cong., 1st sess., p. 89), a 
statement by Ewan Clague, Commissioner of Labor Statistics, Depart- 
ment of Labor, on prices, which I think might be illuminative about 
that period for both of us. 


When we come to the last of the subjects assigned to me, prices, we move into 
an area in which there is no agreement at all as to the ‘‘normal” trend. 


You would agree that that is a fairly accurate statement? 
Secretary Humpurey. Yes. 
Senator Kerr (reading): 


We are now in the midst of the third period of price increases during the past 
10 years. The first (1947-48) was due to heavy demand arising out of war-created 
shortages of goods. ‘The second (1950-51) was due primarily to the outbreak 
in Korea. Unlike the two earlier ones, the present price rise, which began in 
mid-1955, is due entirely to strong forces of domestic origin in both consumer 
and producer markets. 

The charts show that there are several distinctly different factors at work in the 
current price situation— 


This is in January 1957— 


in addition to the continuing strong demands resulting from our rising standards 
of living and increasing population. One of these has been the extremely strong 
business demand for new plant and equipment. A second factor in price move- 
ments in 1956 was the firming up of the farm situation after several years of steady 
decline. From the peak in early 1951 to the end of 1955, farm prices fell about 
30 percent * * *, 

Do you accept the accuracy of that statement? 

Secretary Humpnrey. I have no reason to doubt it. 

Senator Kerr. Now, the 4 years with reference to which you said 
in your statement there had been a decline in the purchasing power 
of the dollar of only 0.8 cent for 4 years. What do you think that 
decline would have been had the farmer not been so severely penalized 
by the policies of your Department of Agriculture whereby his prices 
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went down, according to the Commissioner of Labor Statistics of the 
Department of Labor, 30 percent? 

Secretary Humpnurey. Well, of course, as long as our Department 
of Agriculture had to enforce the laws passed by the Democratic 
administration, the farmer did suffer, and I presume there would be 
some 

Senator Krrr. That is quite a bad guess. 

Secretary Humpurey. There would be some. [Laughter.] 

Senator Kurr. That is quite a bad guess, because in the first place, 
to the great detriment of the farmer, he has not been under the laws 
passed by a Democratic administration during these 4 years. 

And in the second place, the administrator of those laws was trying 
to do it on the basis so as to nullify them instead of implement them. 
But that is a matter of disagreement, and I do not care to get into it 
with you. 

Secretary Humpnrey. Senator--—— 

Senator Kmrr. The Commissioner of Labor Statistics of the Labor 
Department says in those 4 years farm prices went down 30 percent. 

Secretary Humpurey. Well, Senator, that was facetious, and I will 
just omit it from now on. 

Senator Kerr. Let’s not do that, because if we do not get a little 
bit. facetious here once in a while, we both might get serious. 
[Laughter.] 

Secretary Humpurey. If farm prices had not gone down during that 
period, the rise would have been somewhat greater. Just how much. 
I do not know. 

Senator Kerr. Well, it happens that the Joint Economic Commit- 
tee asked this gentleman to furnish that information, and he had a 
good deal to say about the amount of rise or fall in the price index 
caused by the price of food. And at page 154 of the hearings, he 
makes this statement: 

Let me say a word about our Consumer Price Index. It is very much influenced 
by what happens to farm prices, because foods make up 30 percent of the weight 
of the average family budget. So what Mr. Wells says about agriculture and 
agricultural prices will have a great bearing on what will happen to our index. I 
am quite sure that we will have continued rises in rents and services, but what 
will happen to commodities is the question. 

Then they asked him to make an estimate on what that rise would 
have been had the price of food followed the trends of other commod- 
ities. 

Secretary Humpurey. In which price was it he was going to adjust? 

Senator Kerr. On how much—— 

Secretary Humpurey. Consumer prices? 

Senator Kerr. How much the rise would be on the figures we are 
talking about here. 

Secretary Humpurey. I thought you said—— 

Senator Kerr. The Consumer Price Index. 

Secretary Humpurey. Yes. That is different, you know, than the 
purchasing power of the dollar. 

Senator Kerr. Is there no relation between them? 

Secretary Humpurey. Oh, yes, there is a relation, but they are not 
the same. 

Senator Kerr. Oh, no, they are not the same? 

Secretary Humpurey. But there is a relationship. 
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Senator Kerr. You figure the purchasing power of the dollar in 
relation to the price index. 

Secretary Humpurey. The Consumer Price Index is the way of 
measuring it. 

Senator Kerr. That is the one you submitted to the committee, 
is it not? 

Secretary Humpurey. Yes, that is it. 

Senator Kurr. That is the one you submitted to the committee. 

Secretary Humpurey. That is right. That is in my statement. 

Senator Kurr. And you were fairly comprehensive in what you 
presented to the committee. 

Secretary Humpurey. That is right. I try to be. 

Senator Kerr. Well, and I am trying to stay with it, part of the 
time, [Laughter.] 

And later, at page 598 of the hearings, the following statement was 


supplied by Mr. Clague and Mr. Wells of the Department of Agricul- 
ture: 


A third estimate is based on the data supplied by Mr. Wells, who has provided 
another measure of the change in the food component, based upon the estimates 
made by the Department of Agriculture of the change in value to the farmers of 
their farm food market basket. The farm food value figure for February 1951 
was increased by the change in our wholesale price index for all commodities, less 
farm commodities and food. To this figure was added the gross margin estimated 
for December 1956 as estimated by the Department of Agriculture. This yielded 
a theoretical current retail value for the farm food market basket. That figure 
is 14.6 percent higher than the current actual cost to the consumer of that market 
basket. Applying that 14.6 percent increase to the food component of the Con- 
sumer Price Index produces an index of 122.7 in December of 1956, or 4 percent 
higher than the actual index of 118. 


I cannot verify that, but I take it that until one of us can find a 
better estimate, that of the Commissioner of Labor Statistics in the 
Department of Labor would be entitled to some respect. 

Secretary Humenrey. | think that is right. 

Senator Kerr. Can your expert there figure for us the average 
increase of the 4 years subsequent to the 80th Congress, being for the 
years 1950, 1951—no, 1949, 1950, 1952, 1953, that is, except the-—— 

Secretary Humpurey. Let’s see, that is 1949, 1950, 1951, and 1952? 

Senator Kerr. And 1953. 

Secretary Humpnrey. And 1953? 

Senator Kerr. Let’s include the Korean war year. 

Secretary Humpnrey. 1949——— 

Senator Kerr. No. 

Secretary Humpurey. You want 1949——— 

Senator Kerr. We will pick up now after the 80th Congress. 

Secretary Humpurey. We will take now 1949 

Senator Kerr. 1950. 

Secretary Humpurey. 1950. 

Senator Kerr. 1951. 

Secretary Humpurey. 1951. 

Senator Kerr. 1952. 

Secretary Humpurey. 1952. 

Senator Kerr. And 1953. 

Secretary Humpnrey. And 1953. 





I can pretty near do it in my head. It is about 6 cents during that 
period. 


eee 


“pect 


ice y aac li Det te TNE TS 





98 FINANCIAL CONDITION OF THE UNITED STATES 


Senator Kerr. Well now, either you do not understand my question 
or I do not understand your answer. 

Secretary Humpurey. Maybe I am confused, then. 

Senator Kerr. No, I would not think that. 

What was it for 1949? 

Secretary Humpurey. 1949, the dollar 

Senator Kerr. I am talking about the Consumer Price Index. 

Secretary Humpurey. Well, wait a minute, then. That is the 
other column. 

1949, it was a minus 1. 

Senator Kerr. No, it was 101.8, was it not? 

Secretary Humpurey. You want the total figure. I was giving 
you the changes. 

Senator Kerr. I am trying to get an average for the 5 years sub- 
sequent to 1948. 

Secretary Humpnrey. All right. It is 101.8. 

Senator Kerr. Well, the first year it was minus 1, was it not? 

Secretary HumpHrey. Well, the change, if you want to stick to 
change, is minus 1. 

Senator Kerr. If we are going to get the average plus or minus, 
you have got to figure it on the change. 

Secretary Humpurey. That is the way to doit. It is a minus 1. 

The next year is a plus 1, which offsets it. 

Senator Kerr. All right. 

Secretary Humpurey. So the next year is 8.2. 

Senator Kerr. It is a plus 8. 

Secretary Humpurey. It is a plus 8.2. 

The next year it is a plus 2.5. 

And the next year, it is a plus 0.9. 

Senator Kerr. All right. What do those three total? 

Seecretary Humpnrey. Those 3 total 11.6,isitnot? Ithinkitis 11.6. 

Senator Kerr. All right. 

Now, 11.6 divided by 5 is how much? 

Secretary Humpnrey. 2.3. 

Senator Kerr. 2.3. What has it been in the last 12 months? 

Secretary Humpurey. 1.9. 

Senator Kerr. I thought it had been 3.8, according to your table. 

Secretary Humpnurey. On percentage. 

Senator Kerr. Well, the same figures. 

Secretary Humpnrey. That is right. It is 3.8. 

Senator Kerr. So that the 5 years 

Secretary Humpurey. Wait a minute. We are talking about—we 
have got it in too many ways, Senator. It gets me confused. 

Senator Kerr. I am taking it the way you gave it to me. 

Secretary Humpnurey. Yes. 

Senator Kerr. If it does that to you, what do you think it is doing 
to the committee? [Laughter.] 

Secretary Humpurey. There is a little confusion among the experts, 
but I think it is 4.4. 

Senator Kerr. 4.4——— 

Secretary Humpnurey. I believe so. 

Senator Kerr (continuing). In the last 12 months, as compared to 
the average for those 5 years, including the Korean war years, of-—— 

Secretary HumpHREY. 2.3. 
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Senator Kerr. 2.3. 
Secretary Humpnrey. That is right. 

Senator Kmrr. Do you have there the figures giving the increase 
in the gross national product, per year, for those 5 years, and then 
for the last 12 months? 

Secretary Humpurey. Let’s see. I do not know as we have it for 
the last 12 months, but we have it for the years. 

Senator Kerr. I think you have got it. If you do not, I will give 
it to you. 

Secretary Humpnurey. If you have got it, why do you not let us 
have it, and we will have it. 

Senator Kerr. I would rather have it from your expert, and then 
you and I do not have to argue about the accuracy of it. 

Secretary Humpurey. You want it for each of the years? 

Senator Kurr. Yes. 

Secretary Humpurey. Beginning with which year? 

Senator Kmrr. 1949, 1950, through 1953. 

Secretary Humpnrey. 257.3; 285.1; 328.2; 345.4; 363.2. 

Senator Kurr. Is that the increase in each year in gross national 
product? 

Secretary Humpuruy. No. These are totals. We do not have 
increases here. 

That is inclusive of 1953, is that right? 

Senator Kurr. Yes, sir. 

That is correct. ‘There were four increases. 

Secretary Humpuruy. We divided by 5. 

Senator Kurr. I took the 5 years with reference to the increase in 
the price index, so to be fair about it I was taking the 5 years on the 
basis of the increase in the national product. 

Secretary Humpurey. Yes. But when I gave you the average, 
I divided by 5 instead of by 4. I think probably you ought to divide 
by 4, ought you not? 

Senator Kurr. No, you divide by 5 both ways. If you are going 
to figure 5 years and get the average, you have got to divide by 5, 
although some of the years may be minus. 

Secretary Humpurey. There are only 4 increases. 

Senator Krrr. I understand. 

Secretary Humpurey. If you are going to get the average of 
increases, you have to divide by 4. 

Senator Kerr. There were only 4 increases in the Consumers Price 
Index. 

Secretary Humpurey. I think they both ought to be divided by 4. 

Senator Kerr. You can do that later, but | am taking the average 
of 5, and to be fair about it you have got to divide by 5. 

Secretary Humpurey. The figure he has got divided out here, if 
you divide 4 increases by 5 years, it is $21 billion a year average. 

Senator Kerr. Now then, what was it in 1956? 

Secretary Humpurey. You mean the increase compared to the last 
of these 5 years? 

Senator Kerr. No, sir. I just want to know what the increase 
was in 1956. 

Secretary Humpurey. The total in 1956—the increase in 1956 
over 1955? 

Senator Kerr. Yes. 
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Secretary Humpurey. $21.5 billion. 

Senator Kerr. And what was it for each of those other 5 years, 
including the one in which there was a decrease? 

Secretary Humpurey. It was an average of 21. 

Senator Kerr. So that in the 5-year period there, even including 
the Korean war period, the average annual increase in the Consumer 
Price Index was how many points? 

Secretary Humpurey. T'wenty-one— 

Senator Kerr. 2.3? 

Secretary Humpurey. The average in the index 

Senator Kerr. 2.3. 

Secretary Humpnrey. If you divide by 5; and it is about 3 if you 
divide by 4. 

Senator Kerr. 2.3, which produced as much average annual in- 
crease in the gross national product as was true in the last 12 months, 
approximately, where you had a 4.4 increase in the Consumer Price 
Index and the same amount of increase in the national product. 

Secretary Humpnurey. I think that would be right. 

Senator Kerr. Now then, Mr. Secretary, let us go back to your 
statement of June 1953, in the U. S. News & World Report in which 
you said we had a stable dollar. However, before we do, I want 
at this point to put into the record the statement in the United 
States Board of Governors, Federal Reserve System report, 1953, 
beginning at page 21 of the 39th annual report, covering 1952, entitled 
““Prices”’: 

In sharp contrast to the shortages and rapid price advances after the outbreak 
of war in Korea, supplies of most materials except certain metals were ample 
to meet current needs in 1952. Prices of such materials consequently eased and, 
with farm prices declining, the general level of wholesale prices gradually moved 
downward. Prices of finished goods changed little over the year, however, at 
either wholesale or retail. Wage rates rose at about the same rate as in 1951. 
Changes in capital values were moderate. Urban real property values and farm- 
land values were generally maintained and common stock prices rose somewaht 
toward the end of the year. 

Consumer prices were about 1 percent higher at the end of 1952 than a year 
earlier. The change mainly reflected higher rents and prices for services; food 
prices were slightly lower. Wholesale prices were 3 percent lower than a year 
earlier, with especially sharp reductions in cotton, corn, and livestock. Many 
farm products were at support levels and Government expenditures for price 
support operations were large. Domestic demand for cotton improved somewhat 
but export demand declined sharply. The number of cattle on farms continued 
the rise of the preceding 3 years and reached a new high. Cattle marketing 
expanded rapidly after midyear and beef prices started to decline sharply late in 
the year. Prices of some industrial materials declined further during the year. 
A few materials increased in price but not sufficiently to prevent the index of basic 
commodity prices from declining considerably. Prices of most finished goods 
remained exceptionally stable throughout the year. 


Now, with that affirmation of stability through 1952, and your own 
affirmation of stability in June of 1953, and with your being able to say 
that in 4 years, due to the terrible penalization of farmers in the reduc- 
tion of their prices 30 percent, that the purchasing power of the dollar 
declined only 0.8 cent in 4 years, I would like to ask you your explana- 
tion of the inflationary trend in the last 12 months that has sent the 
consumer index up by, how much did you tell us 

Secretary Humpurry. 4.4 points. 

Senator Krrr. 4.4 points and 3.4 percent? 

Secretary HumpuHrey. 3.8 percent. 
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I think, Senator, you have conclusively proved that the best year 
your administration had in about 12 or 13 years is a little better than 
the worst year that we had in 4 years, and is not as good as our average 
for the 4-year period. 

Senator Kerr. That is a very intelligent and responsive answer, 
Mr. Secretary [laughter], and again shows your attitude of unfairness 
of including a comparison of the wartime years. I do not believe 
that you want to do that, do you, Mr. Secretary? 

Secretary Humpurey. I will take out the wartime years and take 
the peacetime years. 

Senator Kprr. Why do you not just answer my question? 

Secretary Humpurey. And the same thing is true. 

Senator Kerr. I say, why do you not just answer the question? 

Secretary Humpurey. I think it was 

Senator Kerr. I asked you that in view of the fact—— 

Secretary Humpnrey. That year—— 

Senator Kmrr. In view of the fact of several years of stability 

Secretary Humpnrey. Yes. 

Senator Kerr. As attested to—you and I cannot change the situa- 
tion of World War II, can we? 

Secretary Humpurey. No. 

Senator Kurr. What would you have done if you had been Secre- 
tary of the Treasury; how would you have financed that war? 

Secretary Humparey. Well, I was not, and lam not prepared to say. 

Senator Kerr. Well, you are prepared to say everything else 
about it. 

Secretary Humpurey. No; I have not said anything about it. 

Senator Kerr. Yes; you have talked about it and Teoma it back 
in the answer to this central question about the last 12 months. 

Secretary Humpurey. I drop it out of that and take the peacetime 
years. 

Senator Kerr. Do not do that. You brought it in. Just tell the 
committee how you would have financed World War II. 

Secretary Humpurey. Oh, well, Senator—I was not Secretary of 
the Treasury. 

Senator Kerr. It had to be financed, did it not? 

Secretary Humpurey. It did, of course. 

Senator Kerr. And had you been there, you would have done the 
best you could; would you not? 

Secretary Humpnrey. I would have done the best I could. 

Senator Kerr. You think those men did not? 

Secretary Humpnurey. I think they did the best they could. 

Senator Kerr. All right. 

Secretary HumpHrey. Whether that was good enough or not I do 
not know. 

Senator Kerr. If you are going to be critical, you at least ought to 
tell us how you would improve on it. 

Secretary Humpnurey. I am not critical. I am simply taking the 
figures from the way it was handled, and just comparing it with the 
figures, just as you are, with the figures of a subsequent time. 

Senator Kerr. But we got here to the point where, on the basis of 
the Federal Reserve report, on the basis of your statement, on the 
basis of the statistics as provided to the committee by your and your 
staff, we had these years of stability. 
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Secretary Humpurey. You had 1 year of stability compared to 
our 4, and it does 

Senator Kerr. Will, does that add——— 

Secretary Humpurey. One year of stability that you point out in 
your administration compares favorably, not as favorably, but 
reasonably favorably—— 

Senator Kerr. You do not want to answer my question? 

Secretary Humpurey. With the 4 of our years. 

Senator Kerr. You do not want to answer my question? 

Secretary Humpnrey. What is your question? 

Senator Kerr. Read it to him. If you would have paid attention 
to it, you would know. 

(The question was read by the reporter.) 

Secretary Humpurey. If what your question means is this—— 

Senator Kerr. If you do not understand it, I will ask it again. 

Secretary Humpprey. Ask it again. 

Senator Kerr. On the basis of the description of the economic con- 
ditions before us, regardless of how little you think of what went be- 
fore that, regardless of how horrible you might think it was and of 
how badly you fared during it, I am asking you, in view of the fact 
that stability had been ac chieved, it was a reality, it was not a theory, 
it was not an aim or an objective, and maintained, on the basis of 
your evidence or your statement, over a period of 4 or 5 years, what 
explanation do you have of the condition whereby, in the last 12 
months, we are in the midst of another inflationary spiral to the 
extent that we are? 

Secretary Humpurey. Well now, just—— 

Senator Kerr. And to the extent that you ef fit to give us a 
statement here that resulted in one of the great W. ashington news- 
papers, following your testimony, having this feuditees ‘inflation 

Called No. 1 Problem by Humphrey.” 

Secretary Humpurey. That is right. 

Senator Kerr. Allright. Iam asking you, in view of the stability 
that had been achieved by the preceding administration or that fell 
upon us—— 

Secretary Humpurey. For 1 year. 

Senator Kerr. Well now, Mr. Secretary, in the first place, that is 
not true. There are many years of the preceding administration in 
which it was stable, and your own evidence indicates it. 

If you would address yourself to the question rather than to the 
intensified effort to keep—— 

Secretary Humpneey. I am trying to find out what it is that you 
want to know. 

Senator Kerr. Oh, no, you are not. 

Secretary HumpnHrey. Yes, I am. 

Senator Krrr. No, you are not, because I have told you. I will 
tell you, there is not any man on this committee that can come any 
nearer, in 30 minutes, of telling a witness what he watts on one ques- 
tion than I can. 

Secretary Humpurey. Well, if you would take 2 minutes instead of 

30, maybe I would understand it. What is it that you want, now? 

Senator Kerr. I want you to tell us your explanation of the infla- 
tionary spiral of the last 12 months. 

Secretary Humpurey. Well now, I am glad to do it. 





ut in 
but 


ition 


con- 
t be- 
d of 
fact 
ory, 
is of 
vhat 
t 12 
the 


us a@ 
eWS- 
tion 


lity 
fell 


it is 
n in 


the 


you 


will 
any 
1es- 


1 of 
yw? 
fla- 


FINANCIAL CONDITION OF THE UNITED STATES 103 


The reason that these inflationary pressures are on us now is be- 
cause of the great prosperity which the country is enjoying at. the 
present time. It is the demand for building, it is the demand for 
goods, it is the demand for all sorts of things that are exceeding !the 
supply, and that is what is putting the pressures, the inflationary 
pressures, on us today. 

Senator Kerr. That is fine, that is very fine. 

Now tell us, if you will, what goods were in short supply during 
these past 12 months that brought that about? 

Secretary Humpurey. Well, there have been a lot of them that 
have been in short supply. 

Senator Kerr. Let’s just take them one at a time, now, in the past 
12 months. 

Secretary Humpurey. I will just take one in your line of business. 
I will take line pipe and I will take oil well supplies. 

Senator Kurr. Those are steel goods. 

Secretary Humpurey. Yes, sir. And we had a shortage, an acute 
shortage, of your kind of material in the first half of this year. 

Senator Kerr. At what rate have the steel mills been operating 
this year? 

Senator Humpurey. They are catching up. 

Senator Kerr. I say, at what rate have they been operating? 

Secretary Humpurey. They have been right up at around a hun- 
dred percent. 

Senator Kerr. This year? 

Secretary Humpurey. Ninety-odd percent. 

Senator Kerr. Will your staff verify that? 

Secretary Humpnrey. They are in the 90-percent brackets. 

Senator Kerr. | say, will your staff verify that? 

Secretary Humpurey. Yes, we will verify that. 

Senator Kerr. You had better be careful, Mr. Secretary, because 
you and I will have to verify everything we are telling each other. 

Secretary Humpurey. The steel business has been around the 90’s 
all the first 6 months of this year. 

Senator Kerr. All right, let’s check it. 

Secretary Humpurey. I am talking about oil country goods. 

Senator Kerr. I asked you about steel. 

Secretary Humpnrey. Pipe—— 

Senator Kerr. At what percent of capacity were the steel mills 
operating? 

Secretary Humpuray. Well, you switched on me, because we were 
talking about the kind of goods that you asked were in short supply. 

Senator Kurr. Yes, sir. 

Secretary Humparuy. I told you 

Senator Kerr. And when you told me that, I asked you 

Secretary Humpurry (continuing). The kind of things that are in 
short supply. 

Senator Kurr. I asked you, because what you have said is not 
correct. 

Secretary Humpurey. I beg your pardon, it is correct. 

Senator Kerr. I know nearly as much about the supply of oilfield 
supplies as you do. 

Secretary Humpurey. And line pipe has been in short supply all 
this spring. 
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Senator Kerr. I am asking now, at what percent of capacity has 
the steel industry been operating, and you said well up in the 90’s. 

Secretary Humpurey. Do you mean for all kinds of products, or 
just for the kinds of products we are talking about? 

Senator Krrr. I am talking about the steel industry. 

Secretary Humpurey. Well, if you want to talk about all kinds of 
products, we will look it up. 

Senator Kerr. All right. 

Secretary HumpHrey. But that is not what I was talking about. 
I was talking about particular products. 

Senator Kerr. You talk about things I am talking about. You 
talked about yours the other day. Now you talk about what I am 
talking about, if you will. 

I have been reading the papers. It was down as low as 86 percent. 

Secretary Humpurey. Well, it depends on the commodities, 
Senator. 

Senator Kerr. Well, the steel industry, Mr. Secretary. 

Secretary Humpurey. Well, if you want to talk about the steel 
industry 

Senator Kerr. I am talking about it. 

Secretary Humpnrey. All right. Now we will find out. I did not 
answer with respect to the steel industry; I answered with respect 
to the commodities. We will find out, and I will answer you with 
respect to the steel industry, and I will get the figures and show you 
there has been a surplus of full body, auto body, sheets because 
automobile preduction has been down. 

There has been a shortage of structural and line goods of that kind. 
So some of the commodities have been short and some of the com- 
modities have been long. 

If you want the average of the industry—— 

Senator Kerr. We are going to start with the average of the 
industry. 

Secretary Humpurey. You asked me what had been short. 

Senator Kerr. Yes, sir. 

Secretary Humpurey. And I tried to answer that. If— 

Senator Kerr. You did. 

Secretary Humpurey. If you want the average of the industry, I 
will give you the average of the industry. 

Senator Kerr. You answered that, and I asked you another 
question, and you said the steel industry had been operating well up 
in the 90’s. 

Secretary Humpurey. No, I was talking about the demand for the 
kind of goods I was saying was short. 

Senator Kerr. I will be glad to have you explain that, because I 
want to know what you said. 

Secretary Humpprey. You understand it now? 

Senator Kerr. I do, and I understood it then. 

Seeretary Humpurey. We do not seem to have—— 

Senator Kerr. There is not a better informed man in America than 
you are, and is it not a fact that the steel industry, overall, was 
operating as low as 86 percent a number of weeks this year? 

Secretary Humpurey. I do not know, Senator. 

Senator Kerr. Is it not a fact after 2 or 3 weeks of increasing per- 
centage of capacity, they are operating at less than 89 percent? 
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Secretary Humpurey. I do not know. I can tell you, we will look 
it up and get you the exact figures, we will get what they are for the 
overall industry. 

Senator Kerr. All right. 

Now, the first item, then, of goods with reference to which there is a 
shortage is line pipe; is that what you have told me? 

Secretary Humpurey. Pipe business; yes, sir. 

Senator Kerr. Well now, Mr. Secretary, there is no shortage in 
oilfield pipe. 

Secretary Humpurey. Line pipe. 

Senator Kerr. Weill, I say 

Secretary Humpurey. Yes. 

Senator Kerr. Line pipe is not oilfield pipe. 

Secretary Humpurey. That is right. 

Senator Kerr. You know there is no shortage in oilfield pipe, 
because you know it is stacked up in every supply company’s yard in 
this country. If you do not, you can find it out. 

Secretary Humpurey. Here we are. Wait a minute, I have got it 
right now. 

Let’s see here, this is May. 

Senator Kerr. What was it in May? You said it was well up in 
the 90’s for all this year. 

Secretary Humpurey. January, 97.1. 

Senator Kerr. All right. 

Secretary Humpurey. February, 97.5; March, 93.4; April, 89.4. 

Senator Kerr. Where is that, now, what page of that Indieator? 

Secretary Humpurey. Page 18. 

Senator Kerr. Is that June or May you have there? 

Secretary Humpurey. This is June. 

Senator Kerr. O. K. 

Secretary Humpnurey. June. 

Senator Kerr. What was it in May? 

Secretary Humpurey. 86.5. 

Senator Kerr. All right, 86.5. 

Secretary Humpnrey. Then the various weeks run along from 87, 
86.7, 84, 86.4, 88, 87.5, being an average of 91 or 92 or 93 percent 
for the whole period. 

Senator Kerr. When it had in October and November—in October 
of last year it was at 101.6. 

Secretary Humpurey. That is right, and that is part of the period, 
that is where the difficulties—— 

Senator Kerr. Since which time it has gone down to 86.5, resulting 
in sharply curtailed supplies or inability to meet the market demand? 

Secretary Humpurey. No, no, it is this whole period here of—we 
are talking about the period from 1956 on through. These figures 
that we are talking about here are for the year of 1956, and the period 
of the first 4 months of 1957. 

Senator Kurr. All right. 

Secretary Humpurey. And during that period that we are talking 
about, the steel business averaged—I cannot do it in my head here. 

Senator Kerr. You can. 

Secretary Humpurey. I will say it was around 95 percent. 

Senator Kerr. Then you made a mistake. So let’s let the man 
there figure it up while you and I argue about something else. 
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Secretary Humpnrey. Let’s take the average for 1956 and the 
first 4 months of this year, which is what these figures are-——— 

Senator Kerr. All right. 

Secretary Humpnurey (continuing). For 1956, and see what it is. 
And it will be around 95 percent. 

Senator Kurr. Let’s take it for the last 12 months, is what we are 
talking about. 

Secretary Humpnurey. No; let’s take what we are talking about. 
It is 1956 and the 4 months of this year. 

Senator Kurr. Let’s do that. It gives you 5 months this year. 
You do not want to exclude May, do you? 

Secretary Humpurey. The figures [ have here on my sheet that 
you have been talking about right along, with respect to inflation—— 

Senator Krrr. The figures on that Indicator—— 

Secretary Humpnurey. The inflationary figures; you asked me about 
inflation, and that ends with April. 

Senator Kerr. I asked you about the steel business, and you said 
throughout the first 6 months of this year. 

Secretary Humpurey. Well, I will put in—you can put in a month. 

Senator Kerr. No; I am not going to put it in. It is in that 
Economic Indicator you were reading from there. 

Secretary Humpurey. All right. Put it in. 

Senator Kerr. You say there is a sh 1ortage in line pipe; that is 
what you told me, is it not? 

Secretary Humpurey. Yes. 

Senator Kerr. What else is there a shortage on? 

Secretary HumpHrey. Well, during these earlier months, there was 
a very tight steel market in most all items. 

Senator Kerr. Well, just give them to me. 

Secretary Humpnrey. I will have to get, again, some figures. You 
want everything proved, so I will have to 

Senator Kerr. Yes, I do. 

Secretary Humpurey. So I will have to get the exact figures. 
will do no guessing. 

Senator Kerr. Well, you are going to start a new policy, then. 

Secretary Humpnrey. I think, Senator, that, if you want the per- 
centages of operation in these items, we will have to get them for you. 

Senator Kerr. Well, Mr. Secretary—— 

Secretary Humrpnrey. I do not think they are here. 

Senator Kerr. You just brushed it off with a wide brush and said 
it would average 95 percent. 

Secretary Humpnrey. Let’s see; we will see. Let’s get this figure. 

Senator Kurr. Maybe it did; and if it did, why, let’s see it. Do 
not strike out anything. 

Secretary Humpurey. You certainly do not count the period when 
the strike is on, when the mills are all shut down. 

Senator Kerr. Was that during the last 12 months? 

Secretary HumpuHrey. Sure. 

Senator Kmrr. Then I think we will count it. 

Secretary Humpurey. It started in May. 

Senator Krrr. I knew there had been a strike when I asked you 
the question. 

Secretary Humpurey. Well, it was including the strike, so we will 
put the strike in. 
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Senator Kerr. We will have to, because it was there. 

Secretary Humpnurey. And about that, that was 2% months or so 
of complete shutdown. 

Senator Kurr. Be careful about that. If you are going to make 
those statements, I might ask you-—-— 

Secretary Humpurey. The strike was about 2 months of complete 
shutdown. 

Senator Kurr. Then it was not 2% months? 

Secretary Humpnurey. About 2 months of complete shutdown, and 
with that it was 90 percent. 

Senator Kurr. Ninety percent last year? 

Secretary Humpurey. And nearly 93 percent this year. 

Senator Kurr. Nearly 93 percent this year. 

Secretary Humpurey. Yes. 

Senator Kerr. Well, that was not quite 95, was it? 

Secretary Humpurey. Well, you take the strike out, and it would 
be 95. 

Senator Kerr. Well, it was not quite 95, was it? Let’s look at the 
indicator there, giving us the price index. Where is that in that book 
you have there? 

Secretary Humpurey. It is page 23, consumer prices. Page 23; is 
that the page we are looking at? 

Senator Kerr. Yes, sir. That shows the items, as I understand it, 
that make up this index that we have been talking about, is that 
correct, of consumer prices? 

Secretary Humpurny. | think that is right. 

Senator Kerr. Now show me the column which shows line pipe. 

Secretary Humpurey. Well, that is not a consumer item. You 
did not ask me about consumer items. You asked me what things 
were in short supply. 

Senator Kurr. Yes, I did; that is correct; which brought about 
this inflation we are talking about. 

Secretary Humpurey. Yes. Well, don’t you think there are a lot 
of things besides consumer prices that bring about this inflation? 

Senator Kure. I think there are. 

Secretary Humpurey. I think the most important thing, Mr. 
Senator, are—— 

Senator Kurr. I think there are. 

Secretary Humpurey. The most important thing of all hasn’t a 
thing to do with consumer prices. It is industrial building. 

Senator Kerr. Consumers do not agree with that. 

Secretary Humpurey. Well, it is industrial building that is one of 
the most impertant things. That is one of the things that is the high- 
est on the whole increase. 

Senator Kerr. I will ask it of you this way: What percentage of 
the increase in the overall price index was caused by the price of line 
pipe? 

Secretary Humpurey. I cannot tell you. 

Senator Kerr. Would you say it was material? 

Secretary Humpurey. I would say it was small. 

Senator Kerr. Verv small. 

All right, then, what is the next item of goods that was in short 
supply these past 12 months? 

Secretary Humpurey. I will have to get a list for you. 

93633—57——_8 
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Senator Kerr. You told me a while ago they were responsible for 
this 

Secretary Humpurey. This great demand we are operating at, a 
very—— 

Senator Kerr. Now—— 

Secretary Humpnrey. You do not contend for a minute, do you, 
that we are not in a period of high prosperity, that we are not 
operating at a great demand, or that we no not have a very heavy and 
high employment in America? 

Senator Kerr. We are—— 

Secretary Humpnurey. If that is in question— 

Senator Kerr. We are in a period of very considerable pros- 
perity in many fields of our economy. 

Secretary Humpurey. That is right. 

Senator Kerr. There are other fields of our economy that are in a 
tailspin and depression, as evidenced by the fact we will have more 
bankruptcies in this 12 months than during any 12 months in the 
history of the nation. 

Secretary Humpurey. But you will have less bankruptcy in pro- 
portion to the number of businesses available. 

Senator Kerr. Now, Mr. Secretary—— 

Secretary HumpHrey. New businesses. 

Senator Kerr. You had better ask your staff about that. 

Secretary Humpurey. Well, new businesses; let’s go right to it. 

Senator Kerr. That is not what you said. 

Secretary Humpurey. New businesses available. 

Senator Kerr. That is not what you said. 

Secretary Humpurey. That is what I meant; new _ businesses 
available. 

Senator Kerr. You are a man capable of saying what you think. 

Secretary Humpnrey. It is right over here on this page. 

Senator Kerr. I know what you said in your statement, and you 
picked out the element that would give a favorable impression, but I 
am talking about the number of bankruptcies, and you said that there 
were less bankruptcies in relation to those. 

Secretary Humpnrey. No; new starts. 

Senator Kerr. No; you did not say that. 

Secretary Humpurey. Well, that is what I say now. New starts. 

Senator Kerr. That was not what you said. 

Senator Humpurey. That is what I said before. 

Senator Kerr. I told you that there were weak points in this 
prosperit y—— 

Secretary Humpnrey. That is right. 

Senator Kerr. As evidenced, first, by a horrible farm depression; 
as evidenced, second, by the fact that there are more bankruptcies in 
these 12 months than in any other 12 months in the history of the 
Nation. Is that correct ? 

Secretary HumpHREY. Well, that is what you said. 

Senator Kerr. Do you dispute it? 

Secretary Humpurey. I do not dispute it. I do not know what the 
figures are. 

Senator Kerr. If you do, I will put into the record the figures of 
the Federal agency which made the statement. 

Secretary Humpnarey. I| will have to check everything you say. 
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Senator Kerr. That is all right, because I am going to check 
everything you say. 

Secretary Humpurey. Over what period are you talking that there 
were more failures? 

Senator Kerr. This fiscal year, this fiscal year that ends June 30, 
this month. 

Secretary Humpurey. You say there are more failures this year 
than there ever have been before? 

Senator Kerr. Yes, sir. 

Secretary HumpHrey. You better get your book out and look at this. 

Senator Kerr. All right, I will be glad to do that. 

Secretary Humpurey. Let’s look at page 186 of the economic 
report, and when you find that, tell me how many, just to make it 
good, tell me how many failures there were in 1932 as compared with 
the failures this year. 

Senator Kerr. Well, I will read it to you from the fellow who has 
charge of it. 

Secretary Humphrey. I will save you ——- 

Senator Kerr. From the hearings before the subcommittee of the 
Committee on Appropriations, House of Representatives, 85th 
Congress. 

Secretary Humpurey. Let’s take the table, and I will read it 
for you. My book shows 31,822 in 1932, as against 12,656 this year. 

Senator Kerr. All right. 

Now, here is what Mr. Covey says, who is in charge of that program 
for the Government. 

Secretary Humpnrey. Which program is this? [Laughter] 

Senator Kerr. He is charged with the responsibility of keeping 
statistics on what we are talking about. 

Secretary Humpurey. Senator, you find this page, because it is 
uite interesting, page 186. This is the President’s Economic Report, 
anuary 1957. If you will glance at that page, you will see, just to 

dispose of this, that there were in 1932—and | admit that 1932 was a 

terrible year for comparison. I am simply doing it to challenge the 

question, that is all. 

; Senator Kerr. I want you todo that. That is what I hope you will 
Oo. 

Secretary Humpurey. To challenge the question, there were 
2,828,000 businesses, and there were 30,000 plus failures. 

Now there are over 4 million businesses, and there were 12,000 
failures. So there is just no comparison between the two. 

Senator Kerr. [ am reading here from the ‘Hearings Before the 
Subcommittee of the Committee on Appropriations, House of Repre- 
sentatives, 85th Congress, Judiciary Subcommittee,” and I am giving 
you the evidence of Mr. Edwin L. Covey, Chief of the Bankruptcy 
Division of the Administrative Office of the United States Courts. 
The following is quoted from page 119 of the hearings: 

Mr. Rooney. As it is now, you estimate in the current fiscal year, the year into 
which we have already run 7 months, that it will be 72,000 cases filed instead of 


the 66,000 which you estimated a year ago? 

Mr. Covey. Yes, sir. 

Mr. Rooney. In what year in the history of our Government has the number of 
bankruptcy cases filed reached that alarming number? 

Mr. Covey. It has never been that high. 
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On the basis of the estimate he gave the subcommittee of the House 
Appropriations Committee, it would be in the neighborhood of 72,000 
this year, and his estimate is for 74,000 in the next fiscal year. He 
was getting an appropriation from the Congress in connection with 
the responsibility of his office for bankruptcy proceedings in the 
Federal courts. And that is his evidence before the subcommittee of 
the House Appropriations Committee, in January of this year. 

Secretary Humpnrey. Well, these are the figures that I am reading 
to you on total failures in this country in business. 

Senator Kerr. What do you have there, the President’s Economic 
Report? 

Secretary Humpnrey. Yes, sir. 

Senator Kerr. What page were you reading from? 

Secretary Humpurey. Page 186, Senator. 

Senator Kerr. Page 186, Mr. Secretary? 

Secretary Humpurey. 186. 

Senator Kerr. What line were you reading from? 

Secretary Humpnrey. Well, if you will take the first column to the 
left, that shows you the number of operating businesses in the country. 

Senator Kerr. Well now, are they the only ones that take bank- 
ruptcy? 

Secretary Humpurey. Well, you have got to have an operating 
business or you cannot very well get into bankrupte: y: 

Senator Kerr. I thought an individual could go into bankruptcy. 

Secretary HumPHREY. ‘I do not know. We are talking about 
businesses. 

Senator Kerr. I was talking about bankruptcy eases. Are you 
taking the position that they are limited to businesses, Mr. Secretary? 

Secretary Humpurey. No, no. We were talking about business 
failures. 

Senator Kerr. No, I was talking about bankruptcies. 

Secretary Humpurey. I want to see if we can find individual bank- 
ruptcies. This is business failures. 

Senator Kerr. You know, we will get along better if you would 
just be willing to talk about the things I am asking you about. 

Secretary Humpurey. I thought we were talking about prosperity 
in this country, and you said——— 

Senator Kerr. Is there any relationship to the number of bank- 
ruptcies and prosperity? 

Secretary Humpurey. There is some, but there is a lot more 
relationship to business failures and prosperity then there is just to 
bankruptcies. 

Senator Kerr. Would you acknowledge that the number of bank- 
ruptcies is an element to be considered? 

Secretary Humpurey. I would. 

Senator Kerr. If we had more bankruptcies in the current fiscal 
year than in any year of the depression, then that would be some 
indication that there were elements of weakness in the economy? 

Secretary Humpurey. It would, certainly. 

Senator Kurr. Well, that is what I said. All I said was—you 
asked me if I would acknowledge that this was a year of —— 

Secretary Humpnrey. Of very high prosperity. 

Senator Kurr. Yes. 

Secretary Humpurry. That is what we are talking about. 
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Senator Kerr. This evidence was supplied by Mr. Covey who 
is Chief of the Division of Bankruptcy of the Court of Appeals, dis- 
trict courts, and other judicial services. That is the identity of the 
gentleman I was quoting here. 

Secretary Humpnurey. Are these bankruptcies filed in the District, 
or where else are they filed? 

Senator Kzerr. No, sir, he was before the Appropriations Subcom- 
mittee for money to operate his department, and he was explaining 
to them the traffic that had to be handled, and what he gave the com- 
mittee was the number of bankruptcies in the United States. And 
he told the committee that they were greater in this fiscal year than 
they were in 1932. 

So I asked you if you could give us a year in the history of our 
country when there were more bankruptcies, and you said you sure 
could. Now, if you can, I want you to do it. 

Secretary Humpurey. I have given you the business failures. 

Senator Kurr. That is not what I asked you. 

Secretary Humpureuy. And there were three times as many business 
failures. 

Senator Kurr. I say that is not what I asked you. 

Secretary Humpurey. And about two times as many businesses. 

Senator Kurr. I say that is not what I asked you. I was pointing 
to some weaknesses in the economy, and No. 1, I said, was the de- 
pression among the farmers. 

Secretary Humpnurey. There are weaknesses in the economy, there 
is no question about it. 

Senator Kerr. And No. 2 was the number of bankruptcies. 

Senator Humpurey. Yes. 

Senator Kerr. There is just one item I see here in connection with 
your—is this—you have got page 186? 

Secretary Humpnurey. Yes, I have it. 

Senator Kerr. Now, the heading is “Operating business and 
business turnover, thousands of firms.” 

Secretary Humpurey. That is right. 

Senator Kerr. Do you notice that there is a footnote there? 

Secretary Humpurey. Let’s see, I do not get the number of it. 
Is that No. 1? 

Senator Kerr. Would you read that footnote to the committee? 

Secretary Humpurey. Yes. ‘Excludes firms in the fields of agri- 
culture and professional services.” 

Senator Kurr. Go ahead. 

Secretary Humpnrey. “Includes self-employed person only if he 
has either an established place of business or at least one paid em- 
ployee.” 

Senator Kerr. Well now, in view of the fact that it starts off by 
excluding firms in the field of agriculture, would you acknowledge 
that that was not a complete list, even of businesses? 

Secretary Humrnrey. I think that is right. This has the great 
majority of them, but it excludes those particular items. 

Senator Kerr. The figure that I gave you from Mr. Covey is 
for the whole Nation, that is for all of the Federal courts in the Nation 
that handle bankruptcy. 

Now then, we will see if we can go forward in the question that I 
was asking you when you detoured on me here a minute ago. 
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To go back now, you said that this inflation was caused by a bigger 
demand than productive capacity could supply. 

Secretary Humparey. That is right. 

Senator Kurr. And the only one you told me so far was line pipe. 

Secretary Humpnrey. That is right. 

Senator Kxxrr. What others? 

Secretary Humpurey. I will get you a list. 

Senator Kerr. Do you know of any other, Mr. Secretary? 

Secretary Humpurey. I will get you a list. 

Senator Kerr. Do you know of any other? 

Secretary Humpnrey. I will get you a list. 

Senator Karr. Do you know of any other at this moment? 

Secretary Humpurey. I will bring a list which will have the 
statistics to back it up. 

Senator Kwes. Well, that is very fine, but just as an accommoda- 
tion——— 

Secretary Humpurey. I have no statistics at hand right now. 

Senator Kerr. Do you have any independent knowledge of any 
other area of productive capacity in which this country is short? 

Secretary Humparey. I will bring you a list. 

Senator Krrr. Do you know of any other at this time? 

Secretary Humpuxey. No, I will bring you a list with the statistics. 
I have told you that I haven’t the statistics here. 

Senator Kerr. All right. Let’s go back to the page in the Econ- 
omic Indicators that gives us consumer prices. That is on page 23. 

Secretary Humpurey. I have it here. 

Senator Kerr. The first item is food. And the statement I reac 
you a while ago said that was 30 percent of consumer purchases. 

Is there any shortage in the production of food or supply of food? 

Secretary Humpurey. Well, it is right almost at the peak, not quite. 

Senator Kurr. No, that is the price. 

Secretary Humpsrey. That is right. 

Senator Kiuxs. I am talking about the supply. 

Secretary Humpurey. I am talking about——— 

Senator Kerr. I am telling you one of the great accomplishments 
of this administration is to keep food at the peak in price to con- 
sumers, at a time when there was such a tremendous {and burden- 
some surplus. 

I am asking you now about the supply. Is there any shortage in 
food? 

Secretary Humpurey. Well, I have just told you, I do not have the 
figures here to show. 

Senator Kerr. Do you think there is? 

Secretary Humpurey. And they are not here. 

Senator Kerr. Do you think there is? 

Secretary Humparey. I do not know—— 

Senator Kerr. You do not know of any? 

Secretary Humpurey. Until I get the figures. 

Senator Kmrr. You would not take the position that any of the 
current inflationary pressures by reason of the greater demand ihan 
supply is in the field of food, would you? 

Secretary Humpurey. I will tell you when I get the figures. 

Senator Kerr. Would you take that position now? 

Secretary Humpurey. I| will tell you when I get the figures. 
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Senator Kerr. Well, the next is housing, which is the second 
largest item. Do you take the position that there is a shortage in 
houses? 

Secretary Humpurey. A great many people claim so; and I will 
tell you, again, when I get the figures. 

Senator Kerr. What did you say in your statement? 

Secretary Humpnrey. When I get the figures, I will tell you. 

Senator Kmrr. You made a statement about it. 

Secretary Humpurey. I certainly did. We have had more houses 
built in the last 4 years than we have ever had built. 

Senator Kerr. There is some place in here in which you discuss 
the number of houses built in relation to the new household units. 

Secretary Humpnurey. The new family units. 

Senator Kerr. Family units. 

Secretary Humpurey. That is right. 

Senator Kerr. Some kindly soul in the audience supplied that both 
to youand me. Either one of us should have found it before they did. 

You say: 

Almost 5 million new dwelling units have been built in the past 4 years. Less 
than 3% million new households have been formed in that period, so that 1% 
million units have gone to satisfy prior shortages and to cover houses abandoned 
or razed to make way for new construction. 

Would you say there is any scarcity or any shortage in the pro- 
ductive capacity of the housing industry to meet any pent-up or 
growing demand in the last 12 months for more houses than the 
industry can build or the supplies available to build them? 

Secretary Humpnrey. There have been a great many people down 
here making those claims. 

Senator Kerr. Do you make it? 

Secretary Humpurey. And I will get the figures and tell you—— 

Senator Kerr. Do you make it? 

Secretary Humpurey. I will tell you when I get the figures. 

Senator Kerr. But you do not know of any today? 

Secretary Humpnurey. I know that there are a great many people 
down here making claims that there are. 

Senator Kerr. Do you make a claim 

Secretary Humpurey. Whether the claims are good or not, I will 
tell you when I get the figures. 

Senator Kerr. When will we have that? 

Secretary Humpurey. I cannot tell you. 

Senator Kerr. Can we have it at the next session you and I can 
get together? 

Secretary Humpurey. I hope so. 

Senator Kerr. Will you make an effort to? 

Secretary Humpurey. I surely will. 

Senator Kerr. Now, on apparel, that is the next item on the Con- 
sumer Price Index. What items of apparel are in short supply? 

Secretary Humpurey. Well, Senator, I will just make the same 
answer to all these things and save you quite a lot of time, and myself. 

Senator Kerr. Have you been around the last 12 months? 

Secretary Humpurey. When I get the figures on these—I have not 
the statistics on the production of these items, and if you have them, 
I will be glad to hear what they are. I do not have them. 

Senator Kerr. | do not have them. 
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Secretary Humpnrey. And I will get them as soon as I[ can. 

Senator Kerr. But I seem to recall—back to housing, your own 
statement showed that there had been a very heavy decline in non- 
farm housing starts, did it not? 

Secretary Humpnrey. That is right. 

Senator Kerr. So that would indicate that the productive capacity 
was not strained, would it not? 

Secretary Humpnrey. W ell, I do not know. I do not know what 
the reason would be. We can check it. 

Senator Kerr. You do not know whether that would be an indica- 
tion that the productive capacity was not strained? 

Secretary Humpnrey. No, not necessarily. 

Senator Kerr. Have you been aware of the number of arguments 
and efforts made in Congress and before the Tariff Commission and 
before the State Department in behalf of the textile industry in the 
past 2 or 3 years? 

Secretary Humpurny. Yes. 

Senator Kurr. On account of their having to close down be- 
cause 

Secretary Humpurey. That is right. 

Senator Kerr (continuing). Of—— 

Secretary Humpnurey. Difficulties with importations. 

Senator Kerr. Well, that was because the importations were 
allegedly flooding the country and driving the price down, was it not? 

Secretary Humpnrey. For certain classes of goods. 

Senator Kerr. So that—— 

Secretary Humpurey. I think the biggest objection was to velvets 
and velveteens. 

Senator Kurr. And fur-lined underwear. [Laughter.] 

Secretary Humpurey. Well, there has been quite a shortage of that. 

Senator Kurr. Well, yes, there has. [Laughter.] 

Now, in transportation facilities, do you think there is a shortage 
in the productive capacity of the automotive industry? 

Secretary Humpnrey. Not in automobiles. 

Senator Kerr. Trucks? 

Secretary Humpnurey. No, not in the automotive field; no. 

Senator Kmrr. We have covered pretty well everything there, 
except medical care and persons ul care. 

Secretary Humpnrey. Senator, just sticking to transportation there 
for a minute, we have had the railroads down here for weeks and 
weeks and weeks talking about more cars, and we have now pending 
before us a great program, showing that the railroads cannot possibly 
supply the country unless a program is adopted. I will refer you to 
that. 

Senator Krrr. Would you say there is a shortage of transportation 
facilities? 

Secretary Humpurey. That is just one I happen to have the 
figures on. 

Senator Kerr. I am going to tabulate every one you have given 
me, and then I am going to let you tell this committee how much 
those pressures have contributed to this inflationary spiral. 

Secretary Humpurey. That is what I would be very glad to do. 

Senator Krrr. Yes. 

But as of this moment, now, there is no other field, other than 
railroad transportation and line pipe, that you can 
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Secretary Humpnrey. I do not happen to have the figures on them, 
and I will get the figures and bring them in. 
Senator Kurr. At our next meeting, if possible. | 
Secretary Humpurey. That is not this afternoon? The next day 
you meet. 
Senator Kmurr. It probably will be Monday, or Tuesday, I believe i 
the chairman said. 
Secretary HumpHrey. Whatever the day is. 
Senator Kerr. I think that is helpful now, Mr. Secretary. 
(When the following was subsequently submitted by the Secretary 
it was discussed further. See p. 183.) 


Tse IncREASE IN Price LEvEL, 1955-57 


In response to a request from Senator Kerr on Friday, I promised to provide 
the committee today with a more extended statement describing the pressures 
which initiated the recent rise in the general price level. 

This rise began to show up at the wholesale level in mid-1955, and by early 1956, 
prices of consumer goods and services began moving upward. While the whole- 
sale price index has been relatively stable since January, the consumer price index 
has continued to move upward. Now, what has caused this rise in our price level y 
particularly during the last year? This is the question with which we are all 
understandably concerned, and to which I want to respond here. 





WHOLESALE PRICES 


During late 1955 and 1956, price increases stemmed basically from a massive 
increase in capital expenditures. During this same period there was a substantial 
accumulation of inventories, which accentuated these price pressures. 

As the accompanying tables indicate, the capital goods boom which emerged 
in 1955 was of enormous proportions. Industrial construction contract awards 
had increased 55 percent during 1955. The volume of new orders for durable 
goods jumped 34 percent 
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Percentage change in new orders for durable goods 
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PRUTOIO-B00Gs MINIT IO, BOTA «2 oii ns ene cccieccceeds 
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Fabricated metal products.................-.---.--.-.-..- +29 0 +29 
EE ii inc k eight qnddicthinmaon us cadeenweandckbeeiie +37 +7 +47 
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1 Change between fourth quarters 1954, 1955, and 1956. 

2 Includes electrical machinery. 
\ 3 Includes professional and scientific instruments, lumber, furniture, stone, clay and glass, and miscel- 
laneous. 


Source: Office of Business Economics, Department of Commerce. 







Though shipments increased very sharply, the backlog of unfilled orders 
mounted rapidly for the hard-goods lines generaliy during 1955, and continued 
to move upward through most of 1956. Indeed, by the end of last year the 
backlog of unfilled orders was equal to more than 4 months of shipments at the 
December rate, and was 34 percent above early 1955 levels. The magnitude of 
these rapidly mounting demands, concentrated in such a short-time span, led to 
a sharp rise in the price of producers’ equipment and in the prices of materials, 
components and supplies used in durable goods manufacturing. These price 
advances, you will note, were much greater than those for products less directly 
related to this capital goods boom. 
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Percentage changes in unfilled orders—Selected dates, major durable goods industries 


[Percent] 


| 
From Jan- | From Jan- | From Jan- | From Jan- 
nary 1955 | uary 1956 | uary 19545 | uary 1957 





| to January | to January | to January | to April 
|} 1936 | 1957 | 1987 | (10571 
| | 
Durable-goods industries, total... ‘ od tall +20 | +11 | +34 —3 
Primary metals. . , +73 +6 | +82 | —3 
Fabricated metal products. -- +26 +9 | +-37 wel 
Machinery ? ee +23 +14 +43 | 9 
Transportation equipment | +10 +12 +23 |} —5 
Other durable-goods industries * —3 | —3 0 —5 
Selected comm oiities: | 
Railroad passenger cars. _..............-- voubale +5 | +5 +10 —2 
Railroad freight cars a a ia cle eg +4673 | — 24 +499 —§ 
Railroad diesel and diesel electric locomotives_ . ---- +76 —6 | +67 —5 





! Preliminary. 

2 Includes electrical machinery. 

? Includes professional and scientific instruments, lumber, furniture, stone, clay and glass, and miscel- 
laneous. 


Source: Office of Business Economics, Department of Commerce. 


The course of this rapidly accelerating capital goods boom during 1955 can 
be traced in the various lists of shortages published from time to time by the 
Association of Purchasing Agents. At the beginning of 1955, only nine items of 
basic materials were reported in short supply. This list built up persistently 
through subsequent months until by March 1956, 17 items were listed in short 
supply: aluminum, cellophane, cement, copper, nickel, paper, selenium, steel 
products, titanium dioxide, steel pipe, steel plates, structural steel, steel shapes, 
stainless steel, synthetic rubber, methanol, and newsprint. 

This list is, of course, illustrative only, The basic pressure on resources was 
being exerted by the rapid increase in capital outlays generally, and the even more 
rapid increase in new orders, unfilled orders, and industrial construction contract 
awards beginning in 1955. 

The increased prices of materials, components and supplies led to cost increases 
for producers of other goods, such as consumer durables. Consequently, even in 
lines of industry where demand was not rising so rapidly, some price increases 
occurred, as producers passed along at least some of the increased cost of 
materials.! 


1 In two major areas of the economy, automobiles and home-building, prcduction was actually declining. 
This offset some of the pressure built up by the demands for plant, equipment and inventory; crude material 
prices never climbed much above their late 1955 peaks although semifabricated materials and components 
continued to rise. 


Wholesale Price Index 


[1947-49 = 100] 


| Points change in the index 

















Price group | 
| From Janu- | From Janu- 
ary 1955 to ary 1957 to 
January 1957} April 1957 
Wholesale prices: | 
Ce eeenesy | +6. 8 +0. 3 
Farm products. --.------ se ee gs ee ES eae —3. 2<} +1.3 
SS SUEREE, £ Pet RS Tie 8 ES SARE ee ores eg ares +0.5 | 0 
All other (industrial) -._--- is atk dtd 4. Binns <eub PEPE +10.0 | +0. 2 
Selected froups of industrial prices: | 4 
re oe ae edeenhaassaacnipeenpros= +8. 2 —0.5 
Pulp, paper, and allied products__...-_.-.- PRG ETS ST: VE GCE vet Rain +12.3 —0.1 
NO ic iad een ee eenpaaeeee .| +22. 1 —2.1 
Machinery and motive products_.-..........--.--.----- canakied aa +18. 1 +2.1 
Nonmetallic minerals, structural ----.-.-.-....---------------------------| +10.0 +2.5 
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Not only did prices of materials and supplies increase, but labor costs rose sub- 
stantially in 1956. Wage increases were sizable and output per employee man- 
hour failed to rise appreciably in 1956, so that the higher wage costs per hour 
were more fully translated into increasing costs of production. 


CONSUMER PRICES 


Consumer prices generally did not begin to rise until early 1956, and con- 
sumer commodity prices (aside from food) did not inerease until mid-1956. The 
rise in consumer incomes and in the demand for consumer goods was substantially 
less than the increase in demand for capital goods. In general, the supply and 
capacity situation was also easier in the case of consumer goods. However, rising 
employment and wage rates led to an inerease in disposable income of about 6 
percent per year between mid-1955 and early 1957. And this was large enough to 
permit the pass-through to consumers of increases in the wholesale prices of many 
consumer goods. 


Consumer Price Index 





| Percent change 
| 


Price group | 
June 1955- December 
December 1956-A pril 
1956 1957 


Consumer prices: | 





Se ene. ERONE DOOU, oo oc cb ones qnientenemcactenieans 
Consumer durables_-.__-.-_-. scithe be abubbsteobed aad ida cadbhoee 

COCCI TIGGRIRDING.. « «5 on on cpiinded« 42.50 Gael] arenes! 
a fe ee 


$0 > 2 Go me RO Go 
“IW Oo 
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i December 1955 to March 1956 used. 
Source: Based on data from the Department of Labor. 


Consumer commodity prices, particularly those of durable goods and food, had 
been declining for a number of years prior to 1955. Retail margins on durable 
goods commodities had apparently been falling for some time, making absorption 
of further cost increases difficult. 

Services prices, on the other hand, had been steadily rising throughout the 
postwar period; many services prices are direetly affected by changes in wage 
rates without any offsetting effeet of productivity gains. 

The recovery of farm prices from the low point reached in late 1955, and the 
continued rise in food marketing margins led to increases in food prices early in 
1956. After June, other consumer commodity prices joined in the rise, responding 
to a number of influences—the earlier increases in wholesale prices, rising labor 
costs, scattered increases in State and local sales and excise taxes, and in some 
cases price increases (made possible by the rising level of consumer incomes). 
In 1955, and again in 1956, the introduction of the new automobile models at 
higher prices also provided additional consumer price increases, although the 
actual amount of the increase to the consumer varied from place to place, and from 
time to time, depending on the degree of dealer discounting. 

With food and other commodities beginning to rise, and prices of services con- 
tinuing their rise, the whole Consumer Price Index moved up in 1956. Despite the 
stability in wholesale prices during 1957 to date, consumer prices have continued 
to inerease, reflecting earlier rises in wholesale prices, a further increase in food 
prices, and the steady climb of service prices and rents, evidencing the normal 
lag in the effective timing of this pattern. 


THE PRICE SITUATION IN 1957 


The major factors which led to the rise in industrial prices, beginning in mid- 
1955, and to the rise in consumer prices, beginning in early 1956, were substan- 
‘tially modified during the first half of 1957. 

The most significant features of the first half of 1957 have been: 

1. The slowing up of the rapid increases in plant and equipment expenditures 
which took place in 1955 and 1956. 
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2. The decline in inventory investment, from an annual rate of $4.1 billion in 
the last quarter of 1956 to a—$1.2 billion rate in the first quarter of 1957. 

3. An apparent resumption of gains in output per man-hour, after a year in 
which only small increases were forthcoming. Although wage rates have con- 
tinued to rise fairly sharply, the higher output per man-hour has lessened their 
impact on costs of production. 

4. Growing production and stocks of many raw materials, among which the 
most important are the nonferrous metals—copper, lead, and zinc. 

As a consequence, wholesale prices stabilized during the first 6 months of the 
year. Consumer prices, however, continued to increase, reflecting the normal lag 
to earlier increases in wholesale prices, a seasonal upturn in food prices, and a 
continued upward movement of service prices and rent. 

The backlog of unfilled orders in some lines is decreasing and the pressure on 
deliveries and shortages is declining and, in many cases, has almost entirely 
disappeared. 

Whether this is evidence of the effective restraint on inflationary pressures by 
the policies we have pursued, it is, as yet, too early to tell, but it may be that the 
natural correction is just beginning to emerge. If this proves to be the case, our 
flexible policies will take it into account as soon as the evidence is definite. 


Senator Kerr. Let us go now to your statement, Mr. Secretary: 

‘“‘We have reduced Federal expenditures,” is what you say. Do you 
have the figures there for 1953, which you referred to as one of the bad 
examples of Federal expenditures due to the obligations left by the 
preceding administration? 

Secretary Humpurey. The actual expenditures were $74,274 million. 

Senator Kerr. How much? 

Secretary Humpurey. $74,274 million. 

Senator Kerr. Generally $74.3 billion. 

Secretary Humpnurey. That is right. 

Senator Kerr. How much of that was for defense? You have it in 
your statement there. Do you recall your statement? 

Secretary Humpurey. Let’s see if I can find it. Yes, here it is, 
right here. 

There were $50.4 billion. 

Senator Kerr. Leaving an expenditure for all other items of how 
much? 

Secretary Humpnrey. Well, what was it? 

Senator Kerr. $74.3 billion and $50.4 billion. 

Secretary Humpurey. $23.9 billion. 

Senator Kure. $23.9 billion, approximately, was it not? 

Secretary Humpurey. Yes, sir; in round figures, $24 billion. 

Senator Kerr. What was the total in 1954? 

Secretary Humpnrey. Well, what is your total—— 

Senator Kerr. You had that at the bottom of page 10. It was 
$67.8 billion total. And at the top of page—— 

Secretary Humpnrey. It is $46.9 billion. What was the total? 

Senator Kerr. Your defense expenditures were $46.9 billion. 

Secretary Humpnrey. What was the total for the year? 

Senator Kerr. $67.8 billion, according to this statement, leaving 
a net of how much, leaving expenditures for other—— 

Secretary Humpurey. About 21. 

Senator Kerr. $20.9 billion. 

In 1955, the total was what? 

Secretary Humpurey. 64.6. 

Senator Kerr. Defense expenditures are how much? 

Secretary Humpnrey. Let’s see, this is for what year? 

Senator Kerr. 1955. 
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Secretary Humrnrey. I do not have the 1955 figure there. 


Senator Kerr. He has it there. 

Secretary Humpurey. 40.6. $24 billion. 

Senator Kerr. How much? 

Secretary Humpurey. $24 billion. 

Senator Kerr. Leaving $24 billion for others. 

Secretary Humpurey. That is right. 

Senator Kerr. Well then, in 1955, your expenditures 

Secretary Humpurey. That is 1955, I believe. 

Senator Kerr. In 1955, your expenditures for other than defense 
requirements went ahead of the horrible example of 1953, did it not? 

Secretary Humpurey. No, they were just about the same. 

Senator Kerr. I thought it was 23.9 and 24. 

Secretary Humpnrey. I dropped the tenths. It is 24, I just 
rounded them 24 each. 

Senator Kerr. Well, it is $100 million, according to what you gave 
me, and I do not want 

Secretary Humpnurey. I just dropped the tenths off in mine. If 
you put the tenths on, it is 23.9 and 24. 

Senator Kerr. It would be $100 million more. 

Secretary Humpnuney. That is right. 

Senator Kerr. In 1956, your total was what? 

Secretary HumpuHrey. 66.5. 

Senator Kerr. And defense was what? 

Secretary Humpurey. 40.6. 

Senator Kerr. Leaving a net of how much? 

Secretary Humpurey. 25.9. 

Senator Kurr. Now, that was $2 billion above the horrible example 
of 1953, was it not? 

Secretary Humpnurey. It is $2 billion above 1953, yes. 

Senator Kerr. Now, in 1957, the total was how much? 

Secretary Humpnrey. 68.9. 

Senator Kerr. Let’s add to that 68.9 the amount we spent for 
roads. 

Secretary Humpnurey. I do not know what that is. 

Senator Kerr. Well, he has got it there for you. It is in that 
document you have referred to, the President’s Economic Report. 

Secretary Humpurey. The actual expenditure. 

Senator Kern. It is either the actual or the estimate of the Budget 
Bureau. 

Secretary Humpurey. This is for 1956 you are talking about? 

Senator Kerr. 1957. 

Secretary Humpurey. 1957. Well, you see, you have gotten an 
extra expenditure for 1957. 

Senator Kurr. He has got the figure there. 

Secretary Humpurey. The defense for 1957 was 41. It is 27.9 
without the roads, and we will have to see what the roads 

Senator Kerr. How much? 

Secretary Humpurey. 27.9 without the roads, and we will have to 
add the roads, whatever the right figure is. 

Senator Krrr. Well now, do you not have the Treasury Bulletin 
there? Does that not give it? 
It is $1.15 billion, is it not, plus 68.9, is $70.05 billion. 
Secretary Humpurey. That 1s 29 
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Senator Kerr. $29.05 billion? 

Secretary Humpurey. That is right. 

Senator Kerr. In other words, in 1957, your expenditures, other 
than roads, was how much more than 1953? 

Secretary Humpurey. In 1953, it was 24. 

Senator Kerr. 23.9. Let’s keep it the way it is. 

Secretary Humpurey. 23.9 and 29 billion. 

Senator Kixr. That was $5.15 billion more, was it not? 

Secretary Humpurey. I put that 

Senator Kerr. That was the excess.of expenditures of 1957 above 
1953, was it not? 

Secretary Humpurey. 1953 is 23.9. 

Senator Kerr. 23.9. 

Secretary Humpurey. And you want to drop off that zero? 

Senator Kerr. No, a hundred million dollars is not an imconse- 
quential item. 

Secretary Humpurey. If you want to put it all on, $5.050 billion. 

Senator Kerr. $5.150 billion is the way I get it. 

Secretary Humpnrey. $5.150 billion. 

Senator Kerr. Yes. 

Now, in 1958, the estimate is what? 

Secretary Humpnurey. 71.8. 

Senator Kerr. Plus roads. 

Secretary Humpurey. 1.8. 

Senator Kerr. Total? 

Secretary Humpurey. $73.6 billion. 

Senator Kerr. Your estimate there, I believe, in your statement, 
for defense was $43.3 billion. 

Secretary Humrnrey. I think that is right. 

Senator Kerr. Leaving a difference of 30—— 

Secretary Humpurey. 30.3. 

Senator Kerr. 30.3, or how much more than the 1953 nondefense 
expenditure? 

Secretary Humpurey. 6.4. 

Senator Kerr. That is right. 

Now, you told the chairman here the other day a number of times 
that your defense requirements were as great in 1957 and 1958 as 
they had been in 1952 and 1953, did you not? 

Secretary Humpurey. Expenditures? 

Senator Kurr. No, requirements, the problem of defense. 

Secretary Humpuruy. Well, I do not know quite what you mean, 
the problem of defense. 

Senator Kerr. Well, then, we will skip that because I do not want 
to get into something that you do not know anything about. 

Do you think, in view of the fact that this current fiscal year you 
are spending $5.150 billion more for nondefense items than were spent 
in 1953, and that in the 1958 budget you have estimated $6.400 billion 
more, that you can accurately say that you have reduced Federal 
expenditures? 

Secretary Humpurey. Well, the figures are accurate, Senator Kerr. 
You deduct the figures, and they are less total expenditures, Govern- 
ment expenditures are less. They have gone up in some directions 
and down in others. 

Senator Kerr. Then you want to stand on the exact Government 
expenditures? 
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Secretary Humpurey. I will stand on the figures we have. 

Senator Kerr. I say, you want to stand on the exact Government 
expenditures? 

Secretary Humpurey. I say more money was spent in 1953 than is 
estimated to be spent in 1958. 

Senator Kerr. Well, do you have somebody there 

Secretary Humpnrey. And more than was spent in 1957 or in 1956, 
for which we have actual figures. 

Senator Kerr. Have you got a man there who can give us, then, 
the actual Federal cash expenditures, year by year? i 

Secretary Humpurey. I have got it the way they are published. 

Senator Kurr. I say 

Secretary HumpuHrey. Sure. 

Senator Kerr. Have you got a man who can give us—you want to 
be technical. 

Secretary Humpnrey. No, I do not want to be technical. I just 
want to take the figures as they are published. That is the only 
thing I know of. 

Senator Kerr. Do you want to take them as they are published, 
or as they are? 

Secretary Humpurey. We publish them as nearly as they are as we 
can. 

Senator Kerr. You really want to take them as they actually are? 

Secretary Humpnurey. I do. 

Senator Kerr. Well then, suppose you ask him to give us the cash 
income of the Treasury and the cash outgo for each one of these 
fiscal years. 

Secretary Humpurey. We can get the cash figures for the past 
years. Now, you cannot get them, of course, for the future years. 

Senator Kerr. You see, these figures, Mr. Secretary-——— 

Secretary Humpurey. We can give them for the past years. 

Senator Kerr. These figures, Mr. Secretary, you give us are not 
the actual cash figures. 

Secretary Humpurey. They are published figures. 

Senator Kerr. I say, but they are not the actual cash figures. 

Secretary HumpHrey. They are the budget we give you, and what 
I have purported to give you are the budget figures. 

Senator Kerr. But they are not the actual cash figures. 

Secretary Humpurey. Well, you want to add in—what would you 
like to have added in or subtracted? 

Senator Kerr. I was just trying to give you the benefit of the best 
interpretation there is. 

Secretary Humpurey. Well, the best interpretation I know of is to 
take the budgets as they are prepared, which is what I was talking 
about. If you want to talk about something else—— 

Senator Kerr. You made the statement that you paid out $7.1 
billion in interest this year. 

Secretary Humpnurey. That is the budget estimate. 

Senator Kerr. That is the statement you made. 

Secretary HumpHrey. I say it is the budget estimate. It has not— 
the year is not completed, and I do not know exactly, to the penny, 
what it is yet, and you do not know, either. 

Senator Kerr. I know what your Treasury has estimated. 

Secretary Humpnrey. Well, all right. I know what I estimate. 
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Senator Kerr: Your Treasury has estimated 

Secretary Humpnrey. I do not know what has actually been paid, 
because we have not finished the year. 

Senator Kerr. How much will the Treasury, in your judgment, 
actually pay out in inter os 

Secretary Humpurey. $7.2 billion is the budget——— 

Senator Kerr. I am a0 aheae about the budget estimate. I am 
talking about your estimate of the actual cash interest you will pay. 

Secretary Humpurey. Well, how are we going to know until we get 
to the end of the year? We can guess. 

Senator Kerr. Then we will take last year. Where is your state- 
ment of what you paid last year. What page of the statement is that? 

Secretary Humpnrey. That figure is not in the statement. 

Senator Kerr. Oh, yes, it is. 

Secretary HumMPHREY. If you will turn to page 3 of the book——— 

Senator Kerr. I am talking about your statement now. 

Secretary Humpurey. Do wehavea figure in the statement of inter- 
est payment? 

Senator Kerr. Total computed interest cost at that time was 
$6.2 billion. 

Secretary Humpnrey. All right, what page is that? 

Senator Kerr. That is page 13. 

Secretary Humpurey. There it is, $6.2 billion; that is right. 

Senator Kerr. Did the Treasury pay out $6.2 billion interest? 

Secretary Humpnrey. This is 1956? 

Senator Kerr. Yes, sir. 

Secretary Humpurey. The net computed interest rate—you see, 
that is 1953, if you read the sentence, Senator. 

Senator Kerr. Then 1956, $7.3 billion. 

Secretary Humpurey. Yes; $7.3 billion. 

Senator Kerr. You have got the record on that, have you not? 
We will take that. That is behind you, is it not? That was last 
year. 

Secretary Humpurey. That is an end of calendar year figure—— 

Senator Kerr. Is that $7.3 billion—— 

Secretary HUMPHREY That is a calculated rate. 

Senator Kerr. All right. 

I want to ask you, is that $7.3 billion—is that in this figure that you 
gave us for what you spent that fiscal year, where is that now? 

Secretary Humpurey. You see, this is an end of calendar year 
figure, and the other figures are fiscal year figures, so you just have 
to adjust for them, that is all. They will come out the same when 
you get through, but this is the end of a calendar year and the other 
1s a fiscal year. 

Senator Kerr. In the total expenditures which you gave us here 
for these years which are at the bottom of page 10, is that $7.3 repre- 
sented by a like amount in the figures at the bottom of page 10? 

Secretary Humpurey. Let me see. What is it you want to know, 
now? Is the $7.3 billion that was the calculated interest, is that 
included in the figure on page 10? 

Senator Kerr. The $74.3 billion for 1953. 

Secretary Humpurey. That part of it, | think the proper answer 
to that is that that part of it which falls within the fiscal year—you 
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are transposing, you see, from an end of calendar year rate to a fiscal 
year—is part of it. 

Senator Kerr. I understand, but aside from that, at the top of 
page 11 you are talking about what happened in 1956. 

_ Secretary Humpeurey. It would fit into 2 years, but the total would 


Picts Kerr. The total would be in either the $66.5 billion 

Secretary Humpnrey. That is right. 

Senator Kerr (continuing). Or the $68.9 billion? 

Secretary Humpurey. That is right. 

Senator Kerr. Now ‘then, I asked you if you actually paid that 
$7.3 billion out. 

Secretary Humpnurey. We paid actually, the fiscal year that is 
finished is 1956, we paid $6.8 billion in that year. The estimate for 
the 

Senator Kerr. Calendar year 1956? 

Secretary Humpurey. It goes into 2 years. 

Senator Kerr. I know it does, Mr. Secretary. 

Secretary Humpnrey. And one is $6.8 billion, and the other is 
$6.2 billion. And $7.3 billion is what we were estimating. 

Senator Krrr. You mean you changed your estimate of what you 
paid last year since you were here the other day? 

Secretary Humpurey. No. What we are estimating here is that 
we will pay out this year $7.2 billion. 

Senator Kerr. I am talking about what you paid out in 1956. 

Secretary Humpurey. Well, you have got it in two 6 months. 

Senator Kurr. I am not trying to argue with you about it. What 
I am trying to find out is, you said the $7.3 billion referred to here on 
page 13 was reflected in full in the statement in the figures on page 11. 

Secretary Humpurey. It is reflected in two sets of figures, yes, sir. 

Senator Kerr. Now then, I am asking you if that $7.3 billion is 
paid out by the Treasury in cash. 

Secretary Humpurey. Well, the $7.3 billion is a calculated rate for 
the end of an annual period. 

Senator Kerr. Yes, sir. 

Secretary Humpurey. The other figures are actual or estimated for 
a fiscal year period. 

Senator Kerr. But they are expenditures, you said. 

Secretary Humpurey. That is right. 

Senator Kerr. The point I am making is that vou did not spend 
$7.3 billion interest last year. 

Secretary Humpurey. Here in the calendar year, they have gone 
back and figured it here into a calendar year, of actual expenditures in 
a calendar year, which is part—— 

Senator Kerr. How much is it? 

Secretary Humpurey. In the calendar year 1956, it is $7.022 
billion. And that is what was actually paid in a calendar year which 
is a part of 2 adjoining fiscal years. 

Senator Kerr. Now, Mr. Secretary, is it not a fact that you do not 
pay cash to the trust funds? 

Secretary HumpHrey. We do not pay cash to the trust funds. We 
sell bonds to the trust funds. 

Senator Kerr. You do not pay them interest in cash, do you? 

Secretary Humpurey. It is a credited account. 

93633—57——9 
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Senator Kerr. Well, you do not pay cash, do you? 

Secretary Humpnurey. No. It is a credited account. 

Senator Kmrr. So that seven point 

Secretary Humpurey. But it has to be charged against it. 

Senator Kurr. So actually, the interest on the Federal bonds in the 
trust accounts is figured on an accrual basis? 

Secretary Humpurey. It is a credited account. 

Senator EN So you did not spend that money, did you? 

Secretary Humpurey. Well, we owe it. 

Senator Kerr. I understand. But you told me here that these 
figures you gave me were cash outlays. 

Secretary Humpurey. That is right. This is the total amount of 
interest that we are obligated to pay during those 12 months. 

Senator Kerr. I understand that. But you told me those figures 
you gave this committee here of $66 billion and $68 billion were 
cash outlays. 

Secretary Humpnrey. Well, they are cash obligations. 

Senator Kurr. Well, that is not the same thing, is it? Did you 
not tell the chairman here yesterday that that $10 billion worth of 
gold down yonder, although it belonged to somebody else if they 
wanted it, was ours until they wanted it? 

Secretary Humpnrey. No; I did not tell him that, any more than 
I told the things you are saying. 

Senator Knrr. What did you say to him? 

Secretary Humpnrey. I have a statement for the chairman on 
the gold. I said that we had the gold, that there were some claims 
against the gold just like there are claims against deposits in a bank. 
And I explained it exactly that same way. 

Senator Kurr. I am just trying to get into the record what the 
actuality is. You said that these figures were actual cash expenditures. 

Secretary Humpurey. Cash obligations. 

Senator Kerr. Well, then I asked you what the actual cash 
expenditures were. 

Secretary Humpurey. Well, you are asking it—you see, the trouble, 
Senator, is, what you are getting all mixed up about is—— 

Senator Kerr. I am not getting mixed up. You are right about 
the situation but wrong about the identity of the fellow who is in 
the fix. [Laughter.] 

Secretary Humpurey. No, I am sorry, you are the one who is 
mixed up, because you are trying to ask it in two —— 

Senator Kerr. You said: ‘‘We have reduced Federal expenditures.” 

Secretary Humpurey. That is right. 

Senator Kerr. And then when | pressed you on it, you said you 
were talking about cash expenditures. 

Secretary Humpurey. That is right, cash obligation expenditures. 

Senator Kerr. No. Cash expenditures. 

Secretary Humpurey. Well, cash expenditures are all the same. 

Senator Kerr. No, they are not. 

Secretary Humpnrey. It is a budgeted expenditure. 

Senator Kerr. It is not. I do not know much, but I know there 
is a lot of difference between making a note and giving a check. 
[Laughter. ] 

Secretary Humpurey. We are not making notes or giving checks 
in this particular case. 
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Senator Kerr. Oh, yes, you are. 

Secretary Humpnurey. No. 

Senator Kerr. How can you have an expenditure without putting 
out the cash? 

I say, how can you make an expenditure without putting out the 
cash? 

Secretary Humpurey. If you have an obligation, you have an 
obligation to pay it. 

Senator Kerr. That is right. And when you pay it, it becomes an 
expenditure. 

Secretary Humpurey. If you make a note and pay the cash and 
take the cash out, you have covered it the same way. 

Senator Kerr. You remind me of a fellow who had 4 sons, and the 
old man died, and they wanted to help him some so he could get along 
into the next world. So they decided to give him $125 apiece. An 
the 3 oldest ones came up and laid $125 each in the casket, and the 
fourth one came along and put in his check for $500 and took out the 
$375 cash. [Laughter.] 

Secretary Humpnrey. Now, I do not know whether that qualifies 
him to be a Senator or the Secretary of the Treasury. ([Laughter.] 

Senator Kurr. It will make him eligible to get on the staff. 
[Laughter. | 

Secretary Humpurey. He sure should be one place or the other. 

Senator Kerr. That is right. 

Now, I think your Treasury has a record of your actual cash income 
for 1956. 

Secretary Humpnrey. Oh, yes, we have it. 

Senator Kerr. To the extent of $77 billion. 

Secretary Humpurey. We have all the records, and if you will just 
tell us exactly what you want in new sets of combinations, we will 
figure out any combination you propose and give you the figures. 

Senator Kerr. I am trying to get it on the basis of cash expenditures. 

Secretary Humpnrey. You just give us what you want, and we will 

et it. 
r Senator Kerr. I would like to have you bring here a tabulation of 
Federal cash expenditures, by program, and cash receipts, for the 
fiscal years 1950, 1951, 1952, 1953, 1954, 1955, 1956, and your Treas- 
ury estimates for 1957 and 1958, showing these items. 

Secretary Humpurey. How can we have a cash expenditure for a 
year that has not yet come? All we can do is make an estimate. 

Senator Kerr. I said your estimates. 

Secretary Humpurey. If you want estimates 

Senator Kurr. I said your estimates for 1957 and 1958. 

Secretary Humpurey. I did not hear you say that. 

Senator Kerr. I will tell you, you make a mistake when you try 
to figure out what I am going to say and then answer it on that basis. 

Secretary Humpurey. No, I am trying to hear what it is you want 
exactly; and when you say it exactly, we will get it. 

Senator Kerr. What years did I give you? 

Secretary Humpnurey. You want it from 1951 to what? 

Senator Kurr. No; 1950, 1951, 1952, 1953, 1954, 1955, 1956, and 
the estimate for 1957 and 1958. 

Secretary Humpurey. All right. 
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Senator Kerr. Including these items: Major national security, in- 
ternational affairs and finance, retirement and insurance trust funds, 
agriculture and agricultural resources, interest, highways, public as- 
sistance, natural resources, housing ‘and community development, 
public education, public health, veterans’ services—— 

Secretary Humpnrey. Not quite so fast. 

Senator Kerr. Veterans’ services and benefits, and others. 

Secretary Humpnrey. What do you mean, “‘others’’? 

Senator Kerr. That is the way it is tabulated in the chart I have 
here, which would mean all others. 

Secretary Humpnrey. Which are the same thing, comparable to 
“others.” 

Senator Kerr. Which would mean all cash expenditures not in- 
cluded in these separate classifications. 

Secretary Humpurey. Yes. 

Senator Kerr. Giving the total cash expenditures and the total 
cash receipts. 

Secretary Humpurey. Then what you want are the things that 
checks were actually written for or deposits that were actually made 
in a bank, regardless of what was owed either way; is that correct? 

Senator Kerr. What I want is the total of cash expenditures and 
the total of cash receipts. 

Secretary Humpnrey. Actual cash transactions, regardless of obli- 
gation during the period. 

Senator Kzurr. Yes, sir. 

Secretary Humpurey. All right. 

(When the following was subsequently submitted by the Secretary, 
it was discussed further. See p. 200.) 


Federal cash payments to the public, by program, fiscal years 1950-58 


{In millions of dollars] 


Program 1950 1951 1952 1953 1954 1955 1956 1957! | 1958! 


Major national security _-- 13,113 | 22,639 | 44,181 | 50,507 | 47,054 | 40,781 | 40,771 | 41,156 | 43,570 

Internationai affairs and 
finance_.__. 4, 579 3, 496 3, 098 2,177 1, 595 2, 008 3, 307 2, 923 

Veterans services and bene-. e 
fits... 9,278 | 5,993 | 5,756 | 4,883) 4,963] 5,057 5, 444 5, 648 

Agriculture and agricul- 
tural resources............| 2,848 629 | 1,183 | 2,953 | 2,601 | 4,435] 5, 4, 691 4, 890 

Interest 4, 326 4, 141 4, 136 4, 715 4, 688 4, 564 5,11! 5, 809 

Social msurance trust funds 3, 368 3, OF7 3, 815 4, *80 6, 063 7, 467 . 9, 250 

Public assistance 1, 125 1, i87 1, 189 1, 332 1, 439 1, 428 mt 1, 584 

Health. 244 306 330 318 290 . 3! 501 

Education 73 91 175 288 271 3° 283 

Highways. --. 498 455 470 572 586 i ‘ 1, 194 

Housing and community 
development 221 861 259 381 |—1,014 ¢ 853 

Natural resources. -_....-.- 1, 216 1, 276 1, 375 1, 485 1, 330 217 1, 123 , 401 

ETE bites nn dundgidcawots 2, 258 1, 756 2, 056 2, 582 1,994 | 1.989 b 3, 030 


Total payments to 
the public- 43, 147 | 45,797 | 67,964 | 76,773 
Total case receipts from the l7 
Nd 524, sew nkdddck 40, 940 | 53,390 | 68,013 71, 499 ‘ .720 | $5,923 


71, 860 me 70, 5¢ 2, 6 , 265 82, 970 


Excess of receipts or | 
payments (—)..- awe 7, 593 49 |—5,274 | —232 |-2,702 | 4,473] 3,455 | 2,953 





, 
| | | 

1 January 1957 budget. 

2 Beginning in 1958, Government payments to the Federal employees’ retirement funds are allocate. to 
the individual agencies and the correction to the cash basis is male in one lump sum as a deduction in ar- 
riving at the total for ‘other’ expenditures. In prior years, both the payments to the funds and the cor- 
rection to the cash basis were included in ‘“‘other’’ expenditures. Accordingly, the figure for 1958 is 
understated in comparison with 2 prior years. 





Source: Budget documents. 
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Senator Kerr. I know you want us to have the accurate data. 

Secretary Humpurey. Sure I want you to have it. 

Senator Kerr. I want to tell you a secret. I want you to have it. 

Secretary Humpurey. I would be very glad to have it. 

Senator Kerr. When you get it, why, we will both have it. 

Secretary HumpHrey. It would be very interesting to have it any 
way you want to have it. 

Senator Krmrr. Now, you talk about interest costs. And since, as 
I understand it, according to the Treasury Bulletin, you figure it on 
an accrual basis rather than on a basis of cash expenditures, for the 
ore of our discussion we will keep it on the basis that you figure it. 

hat is right, is it not, the accrual basis? 

Secretary Humpnrey. Yes, sir. 

Senator Kerr. But before we get to that, I believe I will take your 
statement ‘‘We have reduced the floating debt.” 

you will, I would like for you to identify for me what the floating 
debt is. 


Secretary Humpnrey. If you will look at my statement you will 
read: 


The amount of marketable public debt maturing within a year, plus demand obli- 
gations (other than E and H savings bonds) in the hands of the public—securities 


which in many ways are close to cash— 
That is what it is. 

Senator Kerr. Well now, I have a compilation of the total debt 
here, the interest-bearing public debt, by the Congressional Library 
Reference Service, and it has these tabulations, and I think they are 
identical with what is in the Treasury Bulletin. 

And, so that we may understand each other, let us together explore 
them and see if they are accurate. 

Total public issues, total marketable issues 

Secretary Humpurey. What is it you are reading from, so that 
I can follow it. 

Senator Kerr. I tell you it is all in this Treasury Bulletin. That 
is one of the most illuminating and comprehensive compilations I have 
ever seen. But I am trying to identify specifically what you referred 
to when you said, ‘“‘We have reduced the floating debt.” 

Secretary Humenrey. All right. I just want to be able to follow 
your figures, that is all. 

Senator Kerr. Well now, you can give it to me; if you would 
rather just outline them to me; that would suit me. That is the way 
I asked you. 

Secretary Humpurey. You go ahead and see what it is, but I just 
want to be able to follow, that is all. 

Senator Kerr. Well, you have what you call marketable issues, do 
you not? 

Secretary Humpurey. That is right. 

Senator Kerr. What do they include? 

Secretary Humpnrey. Thev include bills—— 

Senator Kerr. Allright. Now, we are going—are bills part of the 
floating debt? 

Secretary Humpurey. Yes. 

Senator Kerr. What else do they include, marketable issues? 
Secretary Humpurey. Certificates. 

Senator Kerr. Are they part of the floating debt? 
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Secretary Humpnurey. Yes. 

Senator Kerr. What else? Marketable issues, what else is in mar- 
ketable issues? 

Secretary Humpurey. Notes that come due within 1 year. 

Senator Kerr. Do you call them notes? 

Secretary Humpnrey. That is right. 

Senator Kerr. All right. Then that is part of the floating debt? 

Secretary Humpnrey. That is right. That part of the notes that 
comes due within a year. If they come due after a year, then they 
are not floating debt. 

Senator Krmrr. What else is in marketable issues? What is meant 
by the term “bank eligibles’? 

Secretary Humpurey. Well, those are bonds that are eligible for 
banks to purchase. 

Senator Kerr. But that is not part of the floating debt? 

Secretary Humpurey. The maturities that occur within 12 months, 
of those, are part of the floating debt for the period within which they 
are due within 12 months. 

Senator Kerr. Then the notes within 12 months 

Seeretary Humpurey. And the bonds within 12 months, the ma- 
turities within 12 months, 

Senator Kerr. Of the notes and of the bank-eligible Treasury 
bonds? 

Secretary Humphrey. That is right. 

Senator Kerr. And of the bank-restricted Treasury bonds? 

Secretary Humpnrey. Well, we haven’t any of those. 

Senator Kerr. But then the bank-eligible Treasury bonds, it is 
within 12 months? 

Secretary Humpnrey. That is right. 

Senator Kerr. That is part of the floating debt? 

Secretary Humpurey. You have to deduct from that such of these 
securities as are held by the Federal Reserve System. 

Senator Kerr. You do not owe that? 

Secretary Humpurey. You owe it, but it is not included in what is 
knows as floating debt. This is floating debt in the hands of the 
public. 

Senator Kerr. Is that what your statement said? 

Secretary Humpurey. That is right. We talk 

Senator Kerr. I believe the words are “‘in the hands of the public.” 

Secretary Humpurey. That is what a floating debt is, in the hands 
of the public. 

You see, it is right in the statement, expressed just that way, Mr. 
Senator. It is the amount of marketable public debt maturing within 
a year, 

Senator Kerr. I have that, but for my own benefit, in order that 
we may understand each other, I am trying to identify it. 

Secretary Humpnurey. Well, I have just given it to you, and I 
have told you just what to add in and just what to deduct out, and 
I am pointing out that it corresponds exactly with what I said. 

Senator Kerr. Tell me what it was on December 31, 1952. 

Secretary Humpurey. You want the floating debt as defined in 
my statement. 

Senator Kerr. I want to know what it was on December 31, 1952. 

Secretary Humpurey. 1952, 74.6. 
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Senator Kerr. $74.6 billion? 

Secretary Humpurey. That is correct. 

Senator Kerr. We can sure break that down, can we not? 

Secretary Humpurey. I think so. 

Senator Kerr. All right. 

Now tell me what that $74.6 billion consisted of. 

Secretary Humpurey. Just a second until I read across the right 
line. This is 1952. 

Senator Kmrr. Is that December 31, 1952? 

Secretary Humpnurey. That is right. 

This is the end—this is December 31. 

And the under 1 year—— 

Senator Kerr. The $74.6 billion total is what I want to break down. 

Secretary Humpurey. That is what I am going to give you. 

Senator Kerr. All right, give it to me. 

Secretary Humpurey. It breaks down into marketable debt 

Senator Kerr. Marketable debt. Now, wait a minute. How 
much? 

Secretary HumpHREY. 42.9. 

Senator Kerr. 42.9. What does that consist of? 

Secretary Humpurey. That is everything that is due within a year. 

Senator Kerr. What is it? What are they? 

Secretary Humpurey. It is whatever they may be. 

Senator Kerr. You have got the tabulation. 

Secretary Humpurey. I do not have it tabulated as to specific 
items. I do not have the 42.9 broken down. 

Senator Kerr. What would they consist of? 

Secretary Humpnurey. It consists of bills, notes and bonds that come 
due within 12 months. 

Senator Kerr. Bills, notes, bonds. 

Secretary Humpurey. That come due within 12 months. 

Senator Kerr. What is that? 

Secretary Humpurey. I do not have it broken down between those 
items. 

Senator Kerr. Is that what it consists of? 

Secretary Humpurey. That is correct. 

Senator Kerr. What is the rest of it? 

Secretary Humpurey. Savings notes, $5.8 billion. 

Senator Kerr. What is that again? 

Secretary Humpnrey. It is 5 billion 800 million. 

Senator Kerr. 5,800 million. 

Secretary Humpurey. That is correct. 

Senator Kerr. Those notes were due when? 

Secretary Humpurey. Within a year. 

Senator Kerr. Within a year. 

All right, what else is in the $74 billion? 

Secretary Humpurey. 22.6 of F and G savings bonds. 

Senator Kerr. F and G savings bonds, 22.6. 

Secretary Humpnrey. There might be some J’s and K’s in there, 
too. They were 

Senator Krrr. F, G, J, and K. 

Secretary Humpnrey. F, G, J, and K. 

Senator Kerr. What else? 

Secretary Humpnrey. Miscellaneous debt, 3.4. 
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Senator Kerr. What does that ‘miscellaneous’? mean? What 
would that be? 

Secretary Humpurey. That includes some investment bonds and 
depository bonds, and Armed Forces leave bonds, and CCC demand 
obligations, and matured debt, and debt bearing no interest. 

Senator Kmrr. All right, then. 

Now, on May 31, of 1957, what was the total? 

Secretary Humpnrey. Well, I have 1956, the year 1956, here. 

Senator Kerr. You do not have May 31, 1957? Let’s take it on 
December 31, 1956. 

Secretary Humpurey. Here it is, right here, I have got it. 

Senator Kerr. All right. What is the total? 

Secretary Humpnrey. This is May 1957. The total is 62.9. 

Senator Kerr. 62.9. What does that consist of? 

Secretary Humpurey. The first category is 46.1. 

Senator Kerr. Marketable 

Secretary Humpnrey. That is right. 

Senator Kerr. That is how much? 

Secretary Humpurey. 46.1. 

Senator Kerr. All right. 

How much of savings notes? 

Secretary Humpnrey. None. 

Senator Kerr. None. 

What were they replaced with? 

Secretary Humpurey. Well, they went into the first category, 
under the bills and notes or some of those things. 

Senator Kurr. Into bills and notes. 

F and G savings? 

Secretary Humpurey. 13.7. 

Senator Kurr. What became of the rest of those? 

Secretary Humpnrey. Well, they were paid off. 

Senator Kerr. Paid off? 

Secretary Humpurey. Yes. 

Senator Kerr. Have other savings bonds been issued? 

Secretary Humpurey. Well, we keep selling bonds, but not of these 
classes. 

Senator Kerr. Not of these classes. 

Secretary Humpnrey. That is right. 

Senator Kerr. What was it that distinguished F- and G- from E- 
bonds? 

Secretary HumpHrey. Well, these were the bonds designed for the 
larger investors, and we discontinued selling them. 

Senator Kerr. Discontinued. 

What about the miscellaneous debt? 

Secretary Humpurey. $3.1 billion. 

Senator Kerr. Mr. Burgess here a few weeks ago told the commit- 
tee that there was something like 75 or 76 billion, as I recall, of the 
Treasury indebtedness that was being currently refinanced over short- 
term periods. 

Secretary Humpurey. Well, we are currently financing all the time, 
Senator. 

Senator Kerr. I am just trying to get the total. 
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Secretary HumpHrey. [ cannot tell you what the total is. It keeps 
changing all the time. You would have to ask me fora period. I can 
find out for any particular period. But we keep financing right along. 

Senator Kerr. I asked him what it was as of that date. 

Secretary Humpurey. I do not know what you asked him. What 
did he say? 

Senator Kerr. He was testifying here in connection with the 
raising of the rate on the E bonds. 

Secretary Humpurey. Did he say there would be approximately 
$75 billion coming due within a year? 

Senator Kerr. That is the way I understood it. 

sonretary Humpurey. Well, that is about right for all the market- 
ables. 

Senator Kerr. Well, according to this, you said on May 31 it 
was 62.9. 

Secretary Humpurey. Well, the amounts keep changing all the 
time, and you have got to deduct what is in the Federal Reserve, you 
see, which I told you in the first place. 

Senator Kerr. Well, how much is in the Federal Reserve? 

Secretary Humpurey. I do not have that. 

Senator Kerr. How much was in the Federal Reserve on December 
31, 1952? 

Secretary Humpurey. This is on which date? 

Senator Kerr. On December 31, 1952. 

Secretary Humpurey. 1952. We will have to get that. 

Senator Kerr. How much have they got now? 

Secretary Humpurey. At the end of 1956, it was 24.9 for their total 
Governments. 

Senator Kerr. I am talking about May 31. 

Secretary Humpurey. I think, Senator, we had better get these—— 

Senator Kerr. What? 

Secretary Humpurey. I think we had better get these things for 
you, because we do not have broken down here what it is as between 
maturity within a year and after a year, you see, so I think we will 
have to get these Federal Reserve figures for you and present them 
to you. 

Senator Kerr. That is fine, because we want to be talking about 
the same thing. 

Secretary Humpurey. That is right. We do not have the break- 
down between the two here. 

Senator Kerr. I would like for you to have them when we meet 

ain. 

Secretary Humpurey. We will. 

Senator Kerr. As to the Federal Reserve notes. 

Secretary Humpurey. We will. 

(Secretary Humphrey subsequently submitted the following:) 
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U. 8S. Government floating debt, 1952-56 
[In billions of dollars] 


Marketable debt maturing within 1 year: ! 
Total outstanding 
Less: Held by Federal Reserve ? 


Assent bale by publlié. ......2...2....... i100 Pu Ai 


Nonmarketable demand debt held by public: 
Savings notes 3 
F, G, J, and K savings bonds 
Miscellaneous debt 4 








1 Marketable debt maturing within 1 year (including called bonds paid off or reftnded within year). 
partly estimated for December 1956 and May 1957. 

2 Including Government investment accounts. 

3 Nonmarketable 2-3 year notes sold mostly to corporate investors to cover tax liabilities. 

‘Includes investment bonds (series A), depositary bonds, armed forces leave bonds,,.CCC demand 
obligations, matured debt, and debt bearing no interest. 


Senator Kmrr. Let us go back to May for just a minute. 

I have a Treasury Department release of Monday, June 7, 1957, 
and I ask you if it is authentic. Is that an official release? 

Secretary Humpurey. I| think it is, yes. 

Senator Kerr. It says: 


During May 1957, market transactions in direct and guaranteed securities of 
the Government for Treasury investment and other accounts resulted in net 
purchases by the Treasury Department of $313,420,000. 


Would you tell me what guaranteed securities of the Government 
those were? 

Secretary Humpnrey. I do not think I can, in detail. We can, 
again, get that for you. It is securities bought in the market for 
trust funds. But I can get you the details as to what the issues were. 

(When the following was subsequently submitted by the Secretary, 
it was discussed further. See p. 194.) 


Net purchases in market during May 1957, for Treasury investment and other accounts 


Net purchases, or 
Treasury bonds: aules (—) 
2% percent of 1956-59 — $9, 500 
ee ee es win aa alic ne anmea ae oe — 72, 750 
2% percent of June 15, 1959-62 — 6, 000 
2% percent of Dec. 15, 1959-62 — 5, 000 
2% percent of 1960-65 —81, 300 
2% percent of 1961 7, 051, 000 
21% percent of 1962-67 —12, 500 
2% percent of 1963-68 —9, 500 
2% percent of Dec. 15, 1964-69 —31, 000 
2% percent of June 15, 1964-69 —19, 000 
2% percent of 1965-70 —1, 000 
2% percent of June 15, 1967-72 — 2, 000 
2% percent of Sept. 15, 1967-72 —1, 000 
Treasury notes: 
15% percent due May 15, 1957 363, 150, 000 
2% percent due June 15, 1958 893, 000 
1% percent due Feb. 15, 1959 —4, 000 
3% percent due May 15, 1960 4, 300, 000 
3% percent due Feb. 15, 1962 60, 000 
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Net purchases.in market during May 1957, for Treasury investment and other 
accounts—Continued 


Net ry or 


Certificates of indebtedness: 

3% percent due Oct. 1, 1957 

3% percent due Feb, 14, 1958 
Treasury bills: 

Issue maturing Aug. 15, 1957 

Issue maturing Aug. 29, 1957 
Panama Canal bonds: 3 percent of 1961 


313, 420, 450 


Senator Kerr. Does not your Treasury Bulletin there. disclose 
that? 

Secretary Humpurey. No, not for this month. 

Senator Kerr. Is there any member of your staff here who has any 
recollection of it? 

Secretary Humpurey. We will get the exact figures. We will not 

uess. J 
: Senator Kerr. We will leave it that, way, and you will get the 
exact amount of Government securities. 

You told us in your statement that the average rate on all Govern- 
ment issues outstanding was 2.67 percent. 

Secretary Humpurey. That is what it says. 

Senator Kerr. What part of the Government issues outstanding 
have been refinanced by your or by your Department since you have 
been in? 

Secretary Humpurey, I also will have to get that for you. Of 
course, there is a good deal of it, but I cannot tell you exactly,. A 
good deal of it. 

Senator Kerr. Do you have an estimate? 

Secretary Humphrey. No; I have not. 

Senator Kerr. Do your assistants here have it? 

Secretary Humpurey. No. We will get the figures. Let’s get the 
right figures. 

I think we might do this, Senator: If you wanted things of this 
sort, if you would furnish us with a list of this sort, we will try to get 
it ahead of time, or do it this way if you would prefer. 

(The information referred to was subsequently submitted at p. 173.) 

Senator Kerr. You get it Monday or Tuesday. That is all right. 

I noticed in yesterday’s paper, the New York Herald Tribune, 
that Governments had again reached a new low. And in this morn- 
ing’s paper, it showed they went down again yesterday. The head- 
line says— 

Bond yields slide to 3.90 percent as prices fall. Yields on United States 
Government bonds yesterday went up to the 3.90 percent level and bond prices 
slumped again to a new record low. 

Can you tell us, Mr. Secretary, how long prior to that date it was 
that Government securities were selling low enough to yield 3.90 
percent? 

Secretary Humpurey. No; I cannot. 

Senator Kerr. Could your aide there tell us? 

Secretary Humpurey. Well, I do not know. What would you be 
talking about, long bonds? 
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Senator Kerr. I am talking about the yields on bonds that sell in 
the market. 

Secretary Humpurey. Well, of course, they are not exactly the 
same although the arbitrage on them is not too much different. 

Senator Kerr. I am talking about what this paper is talking about. 

eer Humpurey. I do not know what the paper is talking 
about. 

Senator Kurr. Does your staff-man know what I am talking about? 

Secretary Humpurey. What does it say? 

Senator Kerr. The New York Herald Tribune. 

Secretary Humpnrey. I do not know how they compute this. This 
is some kind of an average computation. You see, they quote different 
issues. I do not know exactly how they get what they call a “‘yield” 
here. 

But generally—— 

Senator Kerr. I have here from the financial pages of the Wash- 
ington Post this morning the market on Government bonds, and 
giving the yields for different bonds. 

Secretary Humpurey. For different bonds? 

Senator Kerr. That is right. 

It shows Treasury 2\%s, 59-57, yield 3.84; Treasury 2%s, 62-59, 
3.85; 2hs, 61, 3.89; 2% 6s, 67-62, 3. 89: Treasury 2\s, 69- 64, 3.90. 

What is the date of that paper you have there? 

Secretary Humpnurey. This paper is Thursday, June 20. 

Senator Kerr. I notice in the Washington Post this morning— 
that’ which I was reading to you was yesterday morning’s—the 
Treasury 2s, 69-64, were bought at a yield of 3.91. 

What I asked you was how long it had been prior to this present 
time that comparable Government securities were selling to yield as 
much as 3.90 or 3.91 or 3.84 or 3.85? 

Secretary Humpurey. It would be a relatively—comparable bonds, 
I think, would probably be in the twenties. 

Senator Kerr. In the twenties? 

Secretary Humpurey. I think so. 

Senator Krrr. Well, is it not a fact that it was in the 20’s, from 
1924 to 1929? 

Secretary Humpnrey. Yes, somewhere'in’ there, in that period up 
through 1925. 

Senator Kerr. Just before the crash of 1929. 

Secretary Humpurey. Well, I do not know just what it was then, 
but that is, of course, when the short term interest rates were at 
their highest. Bonds were high in 1932 and 1933 too. 

Senator Kerr. Well, if I read the financial pages of the newspapers 
correctly 

Secretary Humpurey. That would be likely —— 

Senator Kerr (continuing). Government bonds are now selling, 
—? first, time since that period, at a basis to provide a comparable 
vie 

Secretary Humpurey. I think that is right. 

Senator Kerr. Well now, does that mean that if you were to sell 
long-term. bonds now, in order to sell them you would have to sell 
them to yield that? 

Secretary Humpurey. You would certainly have to yield that if 
you sold them, and I do not know whether just the rate would sell 
a long-term bond today, or not. 
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Senator Kerr. You could not sell them for less than that? 

Secretary Humpurey. You could not sell them for less than our 
current markets. 

Senator Kerr. Now, if we had refinanced our $275 billion debt on 
the basis to yield the return which Governments that are now selling 
in the open market provide, how much additional interest would it 
have cost us? 

Secretary Humpurey. I do not know, but it would be substantial. 

Senator Kerr. Well, your figure here on page 13 said that-at 2.67 
it was $1.1 billion more than it was on December 31, 1952. 

If you refinanced it at 3.90, how much additional interest would 
that cost as compared to 2.67? 

Secretary Humpurey, I have never figured it out, because of course 
we are not going to do that. But we can do it. 

Senator Kerr. You have somebody there who can do it. Let’s 
get it. 

Secretary Humpurey. We are not going to refinance them all at 
that. If we did it, and we are not going to, it would be something 
over $3 billion. 

Senator Kerr. Would it be about $3.4 billion? 

Secretary Humpnrey. That is right. 

Senator Kerr. And that, plus the $1.1 billion more we were paying 
December 31, 1956, in comparison to December 31, 1952, would make 
a total of about $4% billion a vear more interest that the public debt 
would cost us then it was costing us in December of 1952. 

Secretary Humpurey. If you were going to do it all. 

Senator Kerr. And if you did it. 

Secretary Humpurey. That is right. 

Senator Kerr. Well, you are eventually going to have to refund 
this debt. 

Secretary Humpurey. Well, but I do not know just when. It is 
not going to all be done now, and the rates may be lower by the time 
you come to refund it, I do not know. 

Senator Kmrr. Is there any indication that they are goimg to be 
lower? 

Secretary Humpnrey. I do not know. I would not be surprised 
that the rates would be lower. 

Senator Kerr. I have a couple of charts here, Mr. Secretary, that 
I would like to show you, the 3 percent and 3% percent. These are 
the 3-percent bonds that your Department issued, I believe, in 1955. 
Somebody has inconsiderately called them the ‘“Humphrey-Dumph- 
reys.”” I do not want to call them that. 

Secretary HumpHrey. No, you have got the wrong issue. There 
is an issue of that kind, but not on your chart there. 

That is more like it. 

Senator Kerr. We will get to both of them before we are through. 

I believe these are the two long-term bonds you have issued since 
you came in. 

Secretary Humpurey. | think that is right. They are the longest. 

Senator Kurr. Have you issued any other long-terms? 

Secretary Humpurey. Well, it all depends on what—these are the 
real long ones. 

Senator Kmrr. What others have you issued that could be desig- 
nated as long-term? 
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Secretary Humpurey. Well, there are 5 years and 8 years, and— 

Senator Kerr. How much? 

Secretary HumpureyY. Various amounts of—they are not large 
amounts, but there have been quite a number of them. 

Senator Krrr. These are the substantial items? 

Secretary Humpurey. These are the real long bonds. 

Senator Kerr. As of today, this chart is not up to date because it 
was prepared a couple of days ago, here are the bond ee The 3\%s 
below 94, and they sold yesterday at—the bid was 93 

And the 3 percent were a little above 88 on this; set Vy ‘esterday they 
were bid at 87.8—bid, 87.8; and asked, 87.16, to yield 3.62, and the 
3s yield 3.64 

This is the consumer price index line, Mr. Secretary, that shows the 
fate of the purchaser of those bonds. He has taken a whipping, both 
from the standpoint of the depreciated value of what he bought, and 
of the reduced purchasing power of the dollar if he sold what he 
bought, which would put this one down to here, and the other one down 
to here. 

What is the legal limit of interest that the Treasury can pay on this 
kind of a bond? 

Secretary Humpurey. I| think our top rate is 4% percent. 

Senator Kerr. Is it not a fact that that is the legal rate—is that 
not the legal limit that you can pay? 

Secretary Humpurety. That is what I say. 

Senator Krrr. How long, in your judgment, will it take if the 
present trend of decline continues, and present policies of the Treasury, 
and the Federal Reserve Board hold the line, how long do vou think 
it will be before those bonds and other long-term bonds are selling at a 
return of 4%? 

Secretary Humpurey. Well, I would have no way of estimating 
how long it would be. 

Senator Kerr. If the present rate continues, it will not be long, will 
it? 

Secretary Humenurey. Of course, I think, my own judgment is, that 
the rate will slow down, but 1 do not know how far it will go. There 
is no way to tell, no way that I know of to tell. 

Senator Kerr. Well—how much of a maturity have you got 
coming up within the next 12 months? 

Secretary Humpurey. Well, as J say, I have not the exact figure in 
mind. Itis somewhere around 70 to 75 billion dollars. 

Senator Kerr. I thought you said a while ago that the floating 
debt was just $64 billion. 

Senator Humpurey. Well, I just got through telling you on that, 
and we just went. over that, Senator, a few minutes ago, and [ told 
you that you had to deduct what was in the Federal, and we did not 
have the exact amount of less than 1 year, that is in the Federal. 

Senator Kerr. You have to refinance that; do you not? 

Secretary Humpurey. Well, it is refinanced, but it goes into the 
Federal. {t is a turnover in the Federal. 

Senator Kerr. Yes. 

Now, the last issue of short terms you sold, soid to yield 3.40. 

Secretary Humeurey. That is right. 

Senator Kerr. What were the short-terms selling to vield Decem- 
ber 31, 1952, or June 30, 1952, let us take that figure, and I take that 
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figure for the sole and only reason that that was before the effect of 
what I regard as a change in Federal Reserve policy after November 
1952. 

Secretary Humpurey. I see. 

Well, the average for the year, why not take that? 

Senator Kerr. What is the average? 

Secretary Humpurey,. 1.766. 

Senator Kerr. 1.766 was the average for 1952. 

And in 5 years, then, it has doubled, has it not? 

Secretary Humpnrey. That is about it. 

Senator Kerr. 3.40. 

Secretary Humpurey. 1.766. 

Senator Kerr. When things are going in the same direction, things 
keep going the same way; do they not? 

Secretary Humpurey. Not necessarily. These things fluctuate, 
and I do not know whether the same forces will keep operative con- 
tinuously or not. I think it is believed that the pressures will be 
somewhat less. I believe that they will be. I believe that some of 
these excessive demands will, first, be satisfied; and that they will 
slow down to some extent. 

Senator Kerr. I saw in the paper just the day before yesterday 
where some great utility in Michigan paid 6 percent. 

Secretary Humpurey. Well, I would not be surprised. It all de- 
pends on the terms of the bond and they way they are tailored, and 
how much—what the call rates are, and when they can be called, and 
all sorts of conditions are involved in what your interest rate is. 

Senator Kerr. If it does continue, and if it got to where you could 
not sell your bonds at 4%, what would you do? 

Secretary Humpurey. I think, if I were here, I would come back to 
Congress, and very much on the same basis that I came back on the 
debt limit. I would regret it, just as I regretted coming back on the 
debt limit. 

But you are confronted with a condition and not a theory in these 
matters, and you finally reach a point where you just have to decide 
whether the Government will pay its bills or whether it won’t. And 
when that is the decision to be made, I think you de what is the 
practical thing, and then try to get back into proper shape, into better 
shape, just as rapidly as possible. 

Senator Kerr. At present market rates, Mr. Secretary, how much 
under par are the total outstanding marketable securities of the 
Government? 

Secretary Humpurey. I have not figured it up. I would have 
to 

Senator Kerr. Would you have that prepared for us, when we meet 
again——— 

Secretary Humpurey. I can add it up. 

Senator Kerr. A tabulation of the losses or of the reduced value 

Secretary Humpurey. Yes. 

Senator Kerr. Of outstanding Government bonds from June 30, 
1952, down to whatever the market is when you come back? 

(When the following was subsequently submitted by: the Secretary, 
it was discussed further. See p. 198.) 
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Market value of outstanding Government securities Dec. 31, 1952, June 21, 1957, and 
June 30, 1952 


[Money amounts in millions] 
Dee, 31, 1952 June 21, 1957 June 30, 1952! 


Amount} Mar- |Average) Amount| Mar- Average] Adviount Mar- |Average 
out- ket | market |outstand-| ket j|market| out- ket {market 
standing} value ?| price 2 ing? | value?/ price? [stending value 2} price 2 


ae 
Bills .--| $21, 713 ss $99.22 | $26,777 |$26, 673 - 20 | $17,219 |$17, 182 
aie 100. 00 21, 785 | 21, 756 99. 28 28, 423 | 28, 432 
99. 02 30, 924 | 30, 601 98. 31 18, 963 | 18, 755 99. 00 


98,01 | 78,391 | 71,652 91.13 68,258 | 67,750 99. 08 
Partially tax ex- 
empt...... 7, é 103, 22 2, 404 99. 24 7, 402 7, 808 105. 15 
Ww — 3 tax ex- 
103. 00 50 58 | 116.08 
148, 497 |147, ' 160, 331 | 153, 95.16 | 140, 315 |139, 985 
Nonmarketable: 4 


Savings bonds 57, 5 : 55, 193 ) . 57, 685 | 57.685 | 1 
Investment bonds...| 13, 450 : ’ 11, 203 ; . 14,046 | 14,046 | 1 

All other . . 210 . 6,986} 6,986) 1 
Special issues. _ 9, 39, 100.00 | 46, 137 , 37, 739 | 37,739 | 1 
iscellaneous is j 2, 2% 2, 263 | 2, 263 ; 42,380 | 42,380| 1 


265, 958 | “9.14 | 26,307 ong 8 97.12 | 259, 151 [258, 821 | 99. 28 





99. 24 
00. 00 
00. 00 
00. 00 
00. 00 
00. 00 





Percent | 


300 | Percent 
Market depreciation 4 0. 56 7, 199 


0. 125 





1 June 30, 1952, figures subsequently furnished. 
2 Averages on marketablo (decimals in thirty-seconds) based on closing market bid quotations. 
3 As of May 31, 1957. 
Be Stated in terms of current redemption value both as a public debt liability and as an available asset of 
¢ investor. 
5 Includes marketable postal savings bonds, amounting to $84 million. 


Secretary Humpurey. You see, we went—we had lower interest 
rates after June 30, 1952. We sold some bills 

Senator Kurr. I am not talking about the interest rate now. 

Secretary Humpurey. Down as low as 

Senator Kerr. I am now talking about the loss to holders of bonds, 
that they would take. 

Secretary Humpurey. If they sold them? 

Senator Kurr. If they sold them. 

Secretary Humpurey. Yes, we can figure that. But just to show 
you the fluctuations, Senator, and see how they run, the bill rates for 
the average of 1952 were 1,766, which I read a minute ago. 

In 1953, they were 1.931. 

1954, when there was slightly less pressure, they were down to 
0.953. 

Senator Kerr. Was there less pressure, or had the Reserve and 
Treasury done some—— 

Secretary Humpurey. No, there was less business. There was less 
demand 

Senator Kurr. I see. 

Secretary Humpnurey. And it went down to 0.953. 

Then in 1955, it went back up again about to the same as 1952. 
It was 1.753 instead of 1.766, and then it went on up. 

Senator Kerr. We are talking about the last year of your pred- 
ecessor, and this year. 

Secretary Humpnurey. Yes, sir. Those were the two figures, but 
I am just showing you the fluctuations that occurred in between. 
There were wide fluctuations in between, and they reflect very 
largely, or to some extent, the pressures and the demand for money. 
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On this market appraisal, market estimate, what is the date of that, 
June 30 or—last June 30, or December 31, that you want? 

Senator Kerr. June 30 of 1952. 

Secretary Humpurey. You want June 30 of 1952. 

Senator Kerr. And whatever the last date is. 

Secretary Humpurey. The last date for which quotations are 
available. 

(The Secretary subsequently submitted the following:) 


The market value of Treasury marketable securities, on June 30, 1952, was 
$139.985 billion, $0.330 billion below their par value of $140.315 billion. 


Senator Kerr. In your prepared statement, Mr. Secretary, you say: 


The Treasury cannot determine the level of interest rates but must pay the 
rates determined by market forces. 

Secretary Humpurey. That is right. 

Senator Kerr. Would you say that the Treasury and the Federal 
Reserve Board together could not determine interest rates? 

Secretary Humpurey. No, sir. 

Senator Kerr. They cannot? 

Secretary Humpurey. I would say that the Federal Reserve Board 
can have a very substantial effect on interest rates. The Treasury has 
to take what the market provides. 

Senator Kerr. Well, the Treasury can sure put a floor under them, 
can it not? 

Secretary Humpurey. No, I do not believe so. I do not think the 
Treasury could. The Federal Reserve Board might. 

Senator Kerr. When you sold the 3%s in 1953, did that not put 
a pretty substantial floor under interest rates? 

Secretary Humpurey. No, I do not think so. They fluctuated a 
good deal after that. 

Senator Kerr. Yes, I know they did. 

Secretary Humpurey. I do not think the Treasury—there is not 
any way, Senator, that I know of, that the Treasury can peg bonds. 

Senator Kerr. I am not talking about them pegging the top. 

Secretary Humpuruy. Or peg the bottom. 

Senator Kerr. Is it not a fact that when the Treasury makes an 
offer of a long-term bond, if interest rates prior to that time had been 
lower then that would be the minimum, would it not? 

Secretary Humpurey. Not forlong. Well, it might be for that day. 
It could change 

Senator Kmrr. And maybe the next? 

Secretary Humpnurey. It could change within a week or within a 
few days. 

Senator Kerr. I understand that. 

Secretary Humpurey. There is no way the Treasury can peg the 
price of its interest or the price of its bonds. 

Senator Kerr. I understand they cannot peg the limit. 

Secretary Humpurey. Either way. 

Senator Kerr. But when they issue them, they establish the floor. 

Secretary Humpurey. I do not think so. They establish the price 
of that issue, and another issue may come out—you see it every day, 
it changes every day, and pressures change. 

Senator Kerr. The ones you see changing every day 

Secretary HumpHREY. at is that? 
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Senator Kprr. The short-terms are the ones you put up for bid. 

Secretary Humpurey. You see the long-term, and the same thing 
is true for municipal debt. When you come to put out an issue, 
Senator, you have got to sell it at a price that somebody will buy it for. 

Senator Kerr. That is right. 

Secretary Humpurey. And they are not going to buy it for less 
than they can buy other issues currently. 

Senator Kier. That is correct. 

Secretary Humpurey. Now, that may change the next day. 

Senator Kerr. And they are not 

Secretary Humpnrey. And another issue may come out and be 
priced lower, and then you have got a new floor. 

Senator Kerr. Well, that sounds 

Secretary Humpnurey. In pegging, there is no way I know of that 
the Treasury can peg markets or peg interest rates. Now, monetary 
controls and the limitations on credit are the functions of the Federal 
Reserve Board, not of the Treasury. 

Senator Kerr. That is what you do on these short-terms. 

Secretary HumpHrey. We do that on short-terms; yes. 

Senator Kerr. But you do not do it on long-terms? 

Secretary HumpHrey. Look at your own chart. You see how 
rapidly your own chart changes. 

Senator Kerr. I am talking about what it was the next day. 

Secretary Humpurey. We do not peg any floors. All it does is for 
the day, that is about all. 

Senator Kerr. But it does it for the day. 

Secretary Humpnrey. I think so. 

Senator Kerr. Well, that is all I asked you. 

In other words, the Treasury can push the interest rates up, though 
they cannot push them down. 

Secretary Humpnurey. I think that is about right. 

Senator Kerr. All right. 

Secretary Humpurey. We cannot hold them up, but we can push 
them up on an issue. 

Senator Kmrr. That is right. 

There is a strong demand for short maturities. Our bill auctions each week 
are always well oversubscribed. The Treasury. faces no crisis. Our securities 
are the most highly regarded in the world. 

Do you believe that, Mr. Secretary? 

Secretary Humpnrey. Yes, | do. 

Senator Kerr. Is that the reason they are selling roughly at 14 
percent off of par? 

Secretary Humpnrey. I do not think that has a thing to do with 
it. That simply reflects the interest. You see, you fix interest in 
two ways: You iix interest by the rate, and by the price. And in an 
interest-bearing security the only w ay the interest can be adjusted 
to meet the market price of interest is to adjust the principal. 

Senator Kerr. Mr. Secretary —— 

Secretary Humpurey. Market value. 

Senator Kirr. I am among those who have a great respect for 
your business ability, I want to say to you frankly; I have said it 
before and I say it again, I do not think there is an abler businessman 
in the country. 
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’ And do you believe that when a man comes into Government posi- 
tion that he should operate his responsibility with the same degree of 
care and concern that he does his private business? 

Secretary Humpurey. I certainly do. 

Senator Kerr. What do you think would happen to a private busi- 
ness that had to expand by issuing bonds or notes or debentures or 
other media of credit where everything it issues except demand notes 
sell materially below the issuing price? 

Secretary: Humenrey. I think you see that happen every day. 
You see industrial concerns every day who have some securities out 
at a fixed rate of interest that were sold on a different market, that 
are selling at a different price than the issue price, and they put out 
another issue today, on this market of interest, with higher interest 
or a lower interest, depending on which way the market is going, and 
their securities sell. 

Senator Kerr. Let us say every issue it put out sold under par. 

Secretary Humpurey. That is 

Senator Kerr. How do you think the average investors—— 

Secretary Humpurey. They will sell both ways. 

Senator Kerr. Now, suppose you show me a Government long- 
term security in the market yesterday for which a prospective buyer 
bid par. 

Secretary Humpurey. Suppose I do what? 

Senator Kerr. Name one long-term security of this Government 
which in yesterday’s market had a bid of as much as par from any 
purchaser. 

Secretary Humpurey. Well, there were not. 

Senator Kerr. There was not a one? 

Secretary Humeurey. When the long-terms were sold, we were on 
a lower level, so the way to adjust to the higher level of interest is to 
reduce the market price for the bond. 

Senator Kerr. But what I am asking you is, how do you think 
investors would feel about the issues of a private concern which, with- 
out a single exception, sold in the market at below par? 

Secretary Humpurey. You will find many. 

Senator Kerr. What do you think the average investor would 
think about it? 

Secretary Humpnrey. You will find, if you take, Senator—I have 
not done this, but I believe you will find it so—if you will take cor- 
porate securities or municipal bonds that were sold at the same time 
that these long-terms of ours were sold, that they are selling below 
the issue price, too. 

Senator Kerr. I think that is true. 

Secretary Humpurey. I think they are. And our securities, I 
will call your attention to the fact that our securities, the ““Humphrey- 
Dumphreys”’ that you speak of, sold above par. They were put out 
at par, and they sold above par. They sold below par, and then they 
went back above par again. 

Senator Kerr. I think that is pretty strong evidence that some- 
body made a mistake when they said that they hit the market right 
on the nose. 

Secretary Humpurey. Well, you only hit a market for a day. 
You know, if anybody could figure out where these markets were, he 
would be alone in the world and we would all be working for him. 
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Senator Kerr. Do you think the Government securities in today’s 
market could be regarded as speculative securities? 

Secretary Humpurey. Our Government securities? 

Senator Kerr. Yes. 

Secretary Humpurey. They are speculative to a certain extent: 
I think less speculative than almost anything else you could think of, 
but nevertheless anything, anything that you have to sell for cash, 
the market can change, and what you can get for it can change, 
whether it is a piece of real estate, whether it is a piece of machinery, 
whether it is an old automobile, or a horse or buggy, it all changes, 
and the market price as of any day, what you can actually sell it for 
on any day, may be different than any other day. 

Senator Kerr. You recall when you took office as Secretary of the 
Treasury 

Secretary Humpurey. Yes. 

Senator Kerr. Do you remember your pronouncement as to a 
certain very unhappy situation that had been permitted to develop 
in the matter of the term of Government issues? 

Secretary Humpurey. I do not know just what you are talking 
about. 

Senator Kerr. Well, for instance, on November 23, at Chicago, 
before a Republican—well, I guess you can be excused for whiat you 
said there [laughter]—you said that— 
the public debt is now practically at the limit of $275 billion. In addition to 
inheriting a debt of enormous size, we also inherited a debt that had been badly 
managed. 

Secretary Humpurey. That is right. 

Senator Kerr (reading): 

Nearly three-quarters of which matures within less than 5 years or is redeemable 
at the holder’s option. 

Before the Union League Club of Philadelpha—there is a place 
where a man would expect you to really do your best, is it not? 
[Laughter. | 

You said: 

Nearly three-quarters of this debt matures within less than 5 years or is redeem- 
able at the holder’s option. Too large a proportion is in the hands of banks. 
We are trying to work our way out of this inherited problem by doing two things 
which will make this public debt less dangerous to the value of money and to the 
Nation’s economy: We are trying to extend the maturity of the debt by placing 
longer term issues, we are trying to move more of the debt away from the banks 
and into the hands of private investors. 

Now, according to the information we have from the press, there is 
& man going to succeed you one of these days. 

Secretary Humpurey. That is right. 

Senator Kerr. He will inherit a situation, will he not? 

Secretary Humpurey. Yes, he will. 

Senator Kerr. What part of the debt will mature within less than 5 
years or is redeemable at the holder’s option when he comes in? 

Secretary Humpurey. I do not have the figure; we will get it for 
you, and it will not be good. We did not 

Senator Kerr. Will it be in excess of three-quarters? 

Secretary Humpurey. I do not know. I think it will be pretty 
close to the same. We did not make the progress that I hoped we 
would make. 
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Senator Kerr. Suppose I told you that it would be about five-sixths. 

Secretary Humpurey. That it would be about what? 

Senator Kerr. That it would be about five-sixths. 

Secretary Humpnrey. Well, it might be. I haven’t the exact 
figure, but we will get it. But it is not a good figure. 

(Secretary Humphrey subsequently submitted the following:) 

In 1953, I made the statement that ‘‘Nearly three-fourths of this debt matures 
within less than 5 years or is redeemable at the holders’ option.” This statement 
was based on an analysis of the Federal debt outstanding on December 31, 1952, 
which showed that 68.8 percent of the Federal debt outstanding was in this 
category. By December 31, 1956, the percentage computed on the same basis 
was 68.4 percent. : 

That part of the public debt includes: 

1. All marketable securities maturing in less than 5 years, regardless of the 
ve of holder; 

. All demand debt, such as savings notes, savings bonds (including E 
and H bonds as well as F, G, J, and K bonds), depositary bonds, matured 
debt, and noninterest-bearing debt; 

3. Investment series bonds—both series A, which is redeemable on demand, 


and series B, which is exchangeable on demand into 5-year marketable notes; 
and 


4, Special issues to Government investment accounts, such as Unemploy- 
ment Trust Account, Federal Deposit Insurance Corporation, Federal Hous- 
ing Administration Funds, and Federal Savings and Loan Insurance Corpo- 
ration, which accounts involve demand-type obligations. 

Senator Kurr. It is substantially more of it. 

Secretary Humpurey. It is not a good figure. 

Senator Kerr. As I recall, Mr. Secretary, the other thing that you 
made quite a point of when you came in was that interest rates had 
been held at an artificially low level. 

Secretary Humpurey. That is correct. 

Senator Krrr. Another one of the addresses you made before the 
American Bankers Association here in Washington, September 22— 
I remember you got more cheers there that day than any Republican 
speaker did that fall before any audience. You said: 

It is our firm intention to offer more intermediate and long-term issues at op- 
portune times in the future. 

I have the quotations here which we will get around to, maybe, in 
which you said that the interest rates had been held at fictitiously low 
levels, and that you were going to free the interest rates. 

Secretary Humpurey. That is right. 

Senator Krrr. And let them find their own levels. 

Secretary Humpnrey. That is right. 

Senator Kerr. I want to ask you this question: When you did that, 
and when you implemented that policy, did you not make it impossible 
to accomplish your first objective? 

Secretary Humpnrey. No. I think the thing that made it im- 

ossible, or difficult, perhaps it was not impossible, perhaps we should 
love done better, but the thing that made it difficult was because we 
developed in this country, and no matter how, but we did actually in 
fact develop this long period of sustained prosperity. 

Now, when you have a period of prosperity, where people are want- 
ing to spend more money than they have and where more and more 
people are wanting to borrow, it means you have more competition in 
the borrowing market for the money that is available to be borrowed. 

With these periods of prosperity, it is much more difficult to sell 
these longer term bonds than it is in a period where there is not the 
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amount,.of demand, the same demand, that there is in those high- 
prosperity periods. 

Senator Kerr. Do we have anything, Mr. Secretary, any agency 
in our Government, that has the power to increase the amount of 
credit available? 

Secretary Humpurey. Yes, we have. 

Senator Kerr. What is it? 

Secretary Humpurey. The Federal Reserve Board. 

Senator Kmrr. Was it organized by the Congress with the respon- 
sibility to provide the amount of credit reasonably needed by an 
expanding economy? 

Secretary Humpurey. I think that is probably correct. 

Senator Kmrr. Does it have the power to do that? 

Secretary Humpurey. I[ think that is probably correct. 

Senator Kerr. And the resources? 

Secretary Humpurey. I believe so. 

Senator Kerr. What was the total public and private debt on 
December 31, 1952? 

Secretary Humpurey. I believe I have got that figure right here. 

The total of all, $637 billion. 

Senator Kurr. $637 billion. Can you break that down for me? 

Secretary Humpurey. Yes, sir. 

Senator Kerr. Will you do that? 

Secretary Humpurey. I think if you look at page 35, it is broken 
down. 

Senator Kerr. I think it is, too, but I want to get it broken down. 

(When the following was subsequently submitted by the Secretary, 
it was discussed further. See p. 209.) 


Estimated changes in gross public and private debt December 1956 to May 1957 
[Billions of dollars] 


YT Hh! tgiog Bt 
1956 1957 | Change 
December | May ! | 


+4% 
—-% 


+4 
rpo v 4 f +54 
State and local government f +244 


Total (other than Federal) ---- +12 
ederal Government 276% 4 —1% 


+10 








1 Preliminary estimates by Treasury Department. 


Senator Kerr. The Federal was $267 billion, was it not? 
Secretary Humpurey. The Federal was $267.4 billion. 
Senator Krrr. State and local? 

Secretary Humpnurey. State and local was $31.2 billion. 
Senator Kerr. And private? 

Secretary Humpurey. Corporate is $202.9 billion. 
Senator Kerr. $202.9 billion. 

Secretary Humpurey. And individual, $135.5 billion. 
Senator Kerr. And that adds up to $637 billion? 
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Secretary Humpurey. That is right. 

Senator Kerr. What is it now? 

Secretary Humpurey. $783.5 billion. 

Senator Kerr. That figure i is as of December 31, 1956? 

Secretary Humpurey. 1956. 

Senator Kerr. Yes. 

Secretary Humpurey. That is right. I think that is the last com- 
parable figure I have. I have that right here. 

Senator Kerr. Give it tome. This is 12 

Secretary Humpnurey. This is 4 months ago. 

Senator Kerr. It is 54% months. 

Secretary Humpurey. Five and a half. Time flies. 

Senator Kerr. 1956, State and Federal—I mean Federal? 

Secretary Humpurey. Federal is $276.7 billion. 

Senator Kerr. $276.7 billion Federal. 

State and local? 

Secretary Humpurey. $50 billion. 

Senator Kurr. Corporate? 

Secretary Humpurey. $249.3 billion. 

Senator Kerr. Private or individual? 

Secretary Humpurey. $207.5 billion. 

Senator Kerr. Now, you can get those figures—and that adds 
up to? 

Secretary Humpurey. $783.5 billion. 

Senator Kerr. $783.5 billion. 

You can get that by next Tuesday on at least a responsible estimate 
of the Federal Reserve Board and the Treasury as of May 31, can you 
not? 

Secretary Humpurey. [| think so. 

Now, wait a minute. He saysit isa hard job. They are published 
within a week, he says. 

Senator Kerr. Now, Mr. Burgess put them into the record 3 
months ago. 

Secretary Humpurey. We made some guesses. 

Senator Kerr. They were not far wrong. 

Secretary Humpurey. They were not far wrong. We will make a 
guess for you, and it will not be too far off. 

Senator Kerr. This was an expansion of $146 billion in 4 years, 
was it not? 

Secretary Humpurey. That is right. 

Senator Kerr. You have a statement in here as to how that was 
provided. 

Secretary Humpurey. Yes, sir. 

Senator Kerr. I have a little difficulty in understanding it. I 
believe it is on page 35. 

Secretary Humpurey. Yes, sir. 

Senator Kerr. Tell me now, or explain to me, just where that $146 
billion came from. 

Secretary Humpurey. Well, if you will just follow the same pattern 
that you did before, the total is $146.5 billion. The Federal Govern- 
Government increase is $9.3 billion. The private increase total, other 
than Federal, is $137.2 billion. 

The State and local government is $18.8 billion; the corporate is 
$46.4 billion; and the individual is $72 billion. 
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Senator Kerr. Now, the thing I am trying to get at, over on the 
next page, Mr. Secretary, you say that the sources of that credit are: 
Savings, $135.8 billion. 

Secretary Humpurey. Yes. 

Senator Kerr. And yet, 2 or 3 pages before that, you said that the 
total savings was $75 billion, on page 32. 

Secretary Humpnrey. | think that is a different figure. 

Senator Krrr. That was in personal savings. 

Secretary Humpurey. This is just people. 

Senator Kerr. What I am trying te find out is where the rest of it is. 

Secretary Humpnrey. Well, it is in all of the things except the 
banks. It is corporate increases and all other increases. 

Senator Kerr. Well now, corporate increases could not be over 
$10 or $11 billion a year, because that is all they had after taxes and 
dividends. 

Secretary Humpurey. It is corporate savings and loans and funds, 
and all sorts of things, pension funds, everything except bank expan- 
sion. 

Senator Kerr. Was that $146 billion in the form of currency? 

Secretary Humpurey. What? 

Senator Kurr. Was it in the form of currency? 

Secretary Humpurey. You mean the dollars added up here? 

Senator Kerr. Yes. 

Secretary Humpurey. Oh, no. 

Senator Kerr. In what form was it? 

Secretary Humpurey. It is in the form of credits. 

Senator Kerr. In credits? 

Secretary Humpnrey. Yes. 

Senator Kerr. Well, is it not a fact that, one way or another, it 
represents the degree of expansion of credit that had been made 
possible by the Federal Reserve Board? 

Secretary Humpurey. Well, I would not think so. It includes, 
this includes real gains, and the savings that are made of real earnings 
and additional production, additonal creation of wealth during that 
period. 

Senator Kerr. You say the people do not have the money, they do 
not have currency. 

Secretary Humpurey. They have got the credit. 

Senator Kerr. They have got credit in a bank or savings bank, have 
they not? 

Secretary Humpnurey. It is the production added, whatever 
expansion of credit is here is in this, but the large factor here is the 
creation of wealth. 

Senator Kerr. I understand, but I am trying to find out what form 
it isin. It is not in land. 

Secretary Humpurey. It is in the form of credits. 

Senator Kerr. It is in the form of credits in financial institutions, 
is it not? 

Secretary Humpnurey. Well, it is largely financial institutions, or 
it is available to individuals in financial institutions, including pension 
funds and various other things. 

Senator Kerr. Who has it? 

Secretary Humpurey. Insurance companies and pension funds. 

Senator Kerr. In what form? 
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Secretary Humpurey. They have it in the form of credits or 
securities. 

} Senator Kerr. But securities are just credit, are they not, if a 
security is a debenture or a bond? 

Secretary Humpurey. Well, it is not necessarily a Federal bond. 
It can be any kind. 

Senator Kerr. Not at all. 

Secretary Humpnrey. It is not just expansion of credit within the 
realm of the Federal Reserve. ‘This is representative of any in- 
creased wealth. 

Senator Kerr. Well, but in what form? 

Secretary Humpnrey. It can be a dozen different forms, it is a 
dozen different forms. 

Senator Kerr. But they are all credit. 

Secretary Humpnrey. All credit. It does not mean immediate 
credit. It may be property account or various other things. 

Senator Kerr. No, this is not property account. 

Secretary Humpnrey. Well, it may be represented by property 
account, it may be obligations of municipalities or obligations of cor- 
porations, or anything of that kind. 

Senator Kerr. That is credit. 

Secretary Humpurey. That is credit, that is right. 

Senator Kerr. And in the final analysis, that credit is implemented 
through the operation of the Federal Reserve bank or banks. 

Secretary Humpurey. Well, I do not follow that, Senator; no. I 
do not see what the Federal Reserve has to do with that. 

= to the bank credit, you are right. As to the increase in other 
credits 

Senator Kerr. Do they not all go back to banks in some way? 

Secretary Humpurey. No; I do not think so. They may go 
through a bank if you want to use them. But as they stand, I do not 
think the Federal Reserve Board has a thing to do with them, except 
the bank credits. 

Senator Kerr. If a man has a checkbook in his pocket, that he can 
go down there and write a check on and get a suit of clothes or an 
automobile—— 

Secretary Humpnrey. That is in a bank. 

Senator Kerr. It has to be by reason of the fact that he has got 
credit in that bank, either through depositing somebody else’s check 
or currency or something. 

Secretary Humpurey. That is right. But if he owns a mortgage 
on your oil well, he still has increased his credit, but he cannot write a 
check against it. 

Senator Kerr. I can, or I do not give him the mortgage. 
[Laughter. ] 

Secretary Humpurey. You may have written your check. 

Senator Kerr. I have, and that is the way to write it, and somebody 
furnishes that credit, and I am asking you if it is not a fact that the 
fountainhead of it is the Federal Reserve System. 

Secretary Humpurey. Well, I think you will have to ask Mr. 
Martin about that. I do not believe so. 

Senator Kerr. Let me tell you something, Mr. Martin may be 
harder to get along with than you, but he does not know any more 
than you know. 
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Secretary Humpurey. I am afraid he knows.more about the Federal 
Reserve than I do. 

Senator Kerr. Oh, no. 

Secretary Humpurey. I am afraid he does. 

Senator Kerr. Well, you told me a little while ago that the Federal 
Reserve had the responsibility to provide the expanding credit for the 
reasonable requirements of an expanding economy. 

Secretary Humpnarey. That is right. 

Senator Kerr. And the banks cannot do it unless they either have 
deposits or go to the Fed, can they? 

Secretary Humpurey. That is right. 

Senator Kerr. In speaking of this debt that we have and the inter- 
est rate that we have, they (the Federal Reserve) can determine, in 
conjunction with the Treasury, whether or not these bonds issued are 
going to sell at par or above par or below par, can they not? 

Secretary Humpurey. Well, I think this is true: I think the Federal 
Reserve, by stepping into the market to purchase all of the bonds that 
sell below par, can peg the bond prices at par. 

Senator Kerr. Well now, you said 

Secretary Humpurey. The way. they do that, and of course the 
only way they can do that, is by printing money. 

Senator Kerr. You said the Federal Reserve did not have any 
more bonds December 31, 1952, then they had December 31, 1956. 

Secretary Humpurey. I think that is about right. 

Senator Kerr. That is what you told me a while ago. 

Secretary Humpnrey. I think that is right. 

Senator Kerr. Well, they did not have to print any money to do 
it in 1952, did they? 

Secretary Humpurey. They did. Lord in heaven, they printed a 
lot of money. That is what happened to our dollar. It went to 
50 cents. 

Senator Kerr. I thought you said they had just as much in 1952 
as they had in 1956. 

Secretary Humpurey. They maintained it, and that is very largely 
why the dollar maintained its value, very little difference. 

Senator Kerr. Well, bonds have not retained their value. 

Secretary Humpurey. They have not gone in and bought bonds, 
no. They stopped pegging bonds about a year and a half before we 
came in. 

Senator Kerr. How much did they have December 31, 1951? 

Secretary Humpurey. $23.8 billion. 

You see here, let me just read you about the way this went, and 
just to make it short and not long, I will start with 1939. 

Senator Kerr. No. 

Secretary Humpurey. Let me just start it, and it will illustrate it. 

Senator Kerr. I do not want you to detour me here. I have a 
hard enough time keeping my mind on the track asking you what I 
want to ask. 

Secretary Humpnrey. It will illustrate to you what you want to 
know. 

Senator Kerr. How much was it in December 1950? 
Secretary Humpurey. About 21. 

Senator Kerr. $21 billion? 
Secretary Humpnrey. That is.the nearest round figure. 
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Senator Kerr. And December 31, 1951? 

Secretary Humpurey. 24. 

Senator Kerr. $24 billion. 

Now, in 1950, you say they were pegging the market. 

Secretary Humpnurey. That is when they began to let go. 

Senator Kerr. Not in 1950. 

Secretary HumpHrey. Wait a minute. 

It was March of 1951. 

Senator Kerr. That is what you told me. That was after Decem- 
ber 31 of 1950. 

Secretary Humpurey. That is right. 

Senator Kerr. You mean to tell me that they were able to peg the 
market and keep the bonds above par by owning $20 billion worth, 
and that they cannot do it now by owning $54 billion worth? 

Secretary Humpnrey. Owning how much? 

Senator Kerr. What did you say they had December 31, 1956? 

Secretary Humpurey. They had $24.7 billion in 1952; and they 
had $24.9 billion in December of 1956. 

Senator Kerr. How much did they have in December of 1950? 

Secretary Humpurey. 1950, it was $21 billion. 

Let me read you down the list: 19, 23, 23, 23, 24, 19, 11, 6, 2, 2, 2, 
and out. It just. went right up. 

Senator Kerr. And they could 

Secretary HumpHrey. As they bought bonds, it went right up. 

Senator Kerr. Since they have quit pegging the market, it has 
gone up. 

Secretary Humpurey. No. When they quit pegging the market, 
it stayed even, it did not change. 

Senator Kerr. What | cannot figure is 

Secretary Humpurey. After they quit pegging the market, here 
they sit. 

Senator Kerr. If they could hold the bond market at par for the 
benefit of the purchasers 

Secretary Humpurey. By buying a lot of bonds, and they went 
from $2 billion up to $22 billion. 

Senator Kerr. When did they have $2 billion? 

Secretary Humpurey. They had $2 billion in 1941, and it goes 
$2 billion, $2 billion, $6 billion, $7 billion, $11 billion, $15 billion, 
$19 billion, $22 billion, $24 billion, $23 billion, $24 billion, $23 billion, 
and then it just flattens out pretty well and it runs along at about 
$24 billion from then on. 

Senator Kerr. How much was it in December 

Secretary Humpurey. $24 billion. 

Senator Kerr. How much was it December 31, 1956? 

Secretary Humpurey. $24.9 billion, just the same. 

Senator Kerr. Let’s see! 

Secretary Humpurey. It was $24.7 billion in 1952. 

Senator Kerr. $24.9 billion? 

Secretary Humpnurey. $24.7 billion. 

Senator Kerr. The last year they pegged the price was 1950, 
according to what you told me; is that correct? 

Secretary Humpnrey. That is when they began to let go. They 
still bought some. 
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Senator Kerr. But the last year, you said they stopped pegging it 
in early 1951. 

Secretary Humpurey. That is when they began to stop. 

Senator Kerr. All right. Then in December of 1950—— 

Secretary Humpurey. 1951; in June of 1951 it was 23, and in 
December it was 24. 

Senator Kerr. In December of 1950, it was how much? 

Secretary Humpurey. It has been there ever since. 

Senator Kerr. December of 1950, it was how much? 

Secretary Humpurey. December of 1950, it was 21. 

Senator Kerr. $21 billion? 

Secretary Humpurey. Yes. 

Senator Kerr. So they were able to peg it at par or better with 
$21 billion; but they are not able to do it with $24.9 billion. 

Secretary Humpnurey. It is just standing still, you see—if you are 
going to keep pegging, you have to increase. 

Senator Kerr. The bonds in their portfolio have not stood still, 
the value of the bonds has not stood still, nor has the expense of the 
Government in the matter of interest been standing still. 

Secretary Humpurey. That is because they did not keep increasing 
the bonds. As long as you stand still, you have no effect. It is 
when you increase or decrease it you have an effect. 

Senator Kerr. But they increased from 1950 to 1956. 

Secretary Humpurey. Almost the same. 

Senator Kerr. It was $21 billion the one time, and $24 billion the 
next. 

Secretary Humpurey. No. The next time it became effective was 
the following year. It has been 23, 24, 23, and 24. 

Senator Kerr. 1950 was the last year they pegged the market, you 
said. 

Secretary Humpurey. No; it was not effective—it begins, your 
actual beginning of not pezging the market was 1952. 

Senator Kerr. That is not what you said. 

Secretary Humpurey. Well, they stopped it in 1952 

Senator Kerr. You looked at Mr. Douglas here the other day and 
read the report of his committee where the point was reached in 1951. 

Secretary Humpurey. ‘That is right, and it began to be effective, 
and in December of 1951, it was 23.8. 

Senator Kmrr. So the longer they have had it effective, the more 
they have acquired. 

Secretary Humpurey. No, sir; they stopped acquiring it. 

Senator Kerr. If it was $23.8 billion 

Secretary Humpurey. It was $23.8 billion, and it is now $24.9 
billion. 

Senator Kerr. Is that not more? 

Secretary Humpurey. In all those years. 

Senator Kerr. Is that not more? 

Secretary Humpurey. Just a fraction as compared with going from 
$2 billion—the difference, Senator, is this: They went from $2 billion 
to $24 billion, and now they have gone from $24 billion to $25 billion, 
and there is a lot of difference. 

Senator Kerr. Yes, there is, and you know what it looks like to 
me? It looks to me like they do not have to buy any more bonds to 
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peg the market, but what they did was to arrange it so that both 
they and other borrowers would get more interest 

Secretary Humpurey. Well 

Senator Kerr (continuing). At the expense of Uncle Sam and of 
every interest payer in the Nation. 

Secretary HumpHrey. What they were trying to do, Senator, and 
what they have been quite successful at—now, whether it is exactly 
right or not, I am not prepared to say—I do not know what would 
have happened, quite, if they had continued. But if they had gone 
from $24 billion up, in their purchases of bonds, at the same rate they 
went from $2 billion to $24 billion, I think our dollar would have 
greatly depreciated, I think our cost of living would have soared right 
through the roof, and I think you could have pegged your bond prices 
at par. We would have saved a billion or $2 or $3 billion in interest, 
and the American people would have spent billions and billions more 
for the cost of living. 

Senator Kerr. You know, Mr. Secretary, there are two things 
about that. 

In the first place, you are speculating now. 

Secretary Humpurey. I am speculating based on history. 

Senator Kerr. You are speculating now. 

Secretary Humpurey. I know what happened during two periods. 
In one we had a terrific loss in the dollar, we cut it in half, almost, 
and we increased these bond purchases. 

In the subsequent period, we held the bond purchases practically 
level, and we held the cost of living practically level at the same time. 

Senator Kerr. | will tell you something else 

Secretary Humpurey. And the dollar level. 

Senator Kerr. I will tell you something else about cutting the price 
of the dollar. We had a World War. 

Secretary Humpurey. Yes. You had a lot of things. 

Senator Kerr. Yes. 

Secretary Humpurey. The thing that affected it 

Senator Kerr. You do not think it affected the value of the dollar? 

ey Humpurey. It affected the amount of money you bor- 
rowed. 

, —* Kerr. I say, you do not think it affected the value of the 
ollar? 

Secretary Humpurey. Not as much as the purchases of the Federal 
Reserve es pegging the prices. 

Senator Krxr. You think the war cost how much? How much did 
World War II cost us? How many hundreds of billions? 

Secretary Humpurey. | do not know, but I think it cost us a lot 
more, probably, than it should have, 

Senator Kerr. I asked you about that the other day. You should 
not make those statements unless you are able to be specific about 
them, Mr. Secretary. 

Secretary Humpurey. Well, I think you are right. 

Senator Kerr. You should not make those statements. 

Secretary Humpurey. I think that is correct. I do not think 
anybody can say what would have happened under other circum- 
stances. 

Senator Kurr. I do not think they can, either. I do not think 
even you or | could, smart as we are. 
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Secretary Humpurey. I think you are right about it. I might 
come a little nearer than you. [Laughter.]} 

Senator Kerr. You know what I think about that? I think that 
is speculative. [{Laughter.] 

Mr. Chairman, in view of the fact that you indicated you were 
going to quit here at 1 o’clock, and there are so many things I have 
asked the Secretary for in the way of information, if you think it 
appropriate 

The CHarrMAN. We will adjourn at this time until Tuesday morning 
at 10 o’clock. 

(Whereupon, at 1:05 p. m., the committee adjourned, to reconvene 
at 10 a. m., Tuesday, June 25, 1957.) 
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INVESTIGATION OF THE FINANCIAL CONDITION OF 
THE UNITED STATES 


TUESDAY, JUNE 25, 1957 


Unirep States SENATE, 
CoMMITTEE ON FINANCE, 
Washington, D. C. 

The committee met, pursuant to recess, at 10 a.m., in room 312, 
Senate Office Building, Senator Harry Flood Byrd (chairman) pre- 
siding. 

Present: Senators Byrd, Kerr, Frear, Long, Smathers, Anderson, 
Gore, Martin, Williams, Flanders, Malone, Carlson, Bennett, and 
Jenner. 

Also present: Senator Goldwater; Robert P. Mayo, Chief, Analysis 
Staff, Debt Division, Office of the Secretary of the Treasury: Elizabeth 
B. Springer, chief clerk; and Samuel D. MclIlwain, special counsel. 

The CuarrMan. The Chair would like to announce that this 
morning’s session will continue from now on until 12:30, and that there 
will be an afternoon session from 2 to approximately 4:30. 

Senator Kerr is recognized. 


STATEMENT OF HON. GEORGE M. HUMPHREY SECRETARY OF THE 
TREASURY—Resumed 


Secretary Humpurey. Mr. Chairman. 

The CuarrMan. Secretary Humphrey? 

Secretary Humpnrey. Mr. Chairman, I[ have available now a 
number of the things that were asked for to be presented at previous 
times, and the first thing, Mr. Chairman, is an item you asked for, 
which is a comparison of budget expenditures for the years 1955 and 
1958, which showed approximately an $8 billion increase that you 
called attention to, and I have the details of that. 

I will present that statement to you, and just refer to it very briefly. 

You will see, for the benefit of all of the others—— 

Senator Kerr. Do you have copies of that? 

Secretary Humpnrey. I haven’t copies, Senator, but we will put it 
in the record, and if you want copies we will have them reproduced 
later. I just ‘have these. But I will refer to it so it will be perfectly 
plain to everyone. 

This is a statement that the chairman asked for, showing the 
increase in expenditures from the year 1955 to the proposed budget for 
the year 1958. 

The military expenditures went up during that period $2.776 
billion; Agriculture, the Commodity Credit and the soil bank just 
about offset each other, being $1.21 billion, a credit, and the other a 
minus, the rest of Agriculture went up about $653 million. 
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Atomic Energy went up $483 million. 

The Commerce Department, $277 million. 

The Mutual Security went down $172 million. 

The Export-Import Bank went up $344 million. 

Health, Education, and Welfare went up $838 million. 

General Services went down $319 million. 

Federal National Mortgage Association went down $97 million. 

The postal deficiency went down $298 million. 

Veterans’ Administration went up $663 million. 

The interest on the public debt went up $930 million. 

And all other went up $1.714 billion. 

Now, that last includes items on the sale of assets and a large number 
of items, some of the detail of which is included in the No. 3 footnote, 
some of the larger items, but mostly it is a mass of relatively small 
items. 

The CuHarrMan. Under the committee rule, I may not interrogate 
at this time. The material will be inserted in the record, at the place 
where it was requested. I shall take it up in turn. 

Secretary Humpurey. Fine. 

(See p. 51.) 

The CHarrMan. Senator Kerr has the floor now, and I will ask 
questions later on, but at this point as on page 51 it should be noted 
that $595 million in highway expenditures has been deducted from the 
1955 total. With the figure included the 1955 total was, as recorded 
by the budget, $64.6 billion. When the $1.8 billion highway ex- 
a estimate is added to the 1958 estimate, the total is $73.6 

illion, an increase of $9 billion, instead of $7.8 billion. 

Secretary Humpurey. I have here a long statement, and I think the 
chairman asked for this, a statement on the long-range commitments 
and contingencies, the contingent items. It is a long statement. It 
covers a large number of items. It runs into very substantial sums of 
money. 

The net of it—there is no practical way to add up totals because the 
items are so confusing as to the degree of responsibility and what 
would bring them into play. 

It shows, generally speaking, that out of about $250 billion or 
$275 billion of gross contingencies, there are about $100 billion of 
our present Government bonds deposited as collateral, so that a lot of 
this is security by our own debt or debt held by various agencies, 
like trust funds and things of that kind. 

It is extremely difficult to list all of the possible contingent liabili- 
ties. These are the legal contingencies. There might be, and I 
believe perhaps could well be, other contingencies which would de- 
velop practically that may not be included in this list. 

And, again, we will have that list mimeographed so that everybody 
will have that. 

The CuHarrMan. It will be inserted in the record at the place where 
it was requested, and I shall take it up later. 

(See p. 80.) 

Secretary Humpurey. Now, Senator Kerr asked about floating 
debt. 

This statement I am submitting shows the marketable debt, matur- 
ing within 1 year, the total outstanding in December 1952, 1956, and 
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at the present time, that is, May 31, the last date, less that held by 
the Federal Reserve and Government accounts. 

The CuHatrMANn. The statement will be made a part of the record 
at the place it was requested. 

(See page 132.) 

Secretary Humpurey. This shows a net held by the public, of debt 
maturing in less than 1 year, of $42.9 billion in 1953, $45.6 billion in 
1956, and $46.1 billion at the present time. 

It also shows the nonmarketable demand notes held by the public 
in savings notes in 1952, now all paid off; the F, G, K, and J savings 
bonds, and the miscellaneous debt which has a demand prerogative, 
and shows that those amount to $31.8 billion in 1952, $18.4 billion in 
1956, and $16.8 billion at the present time. 

This makes the total floating debt and demand obligations out- 
standing $74.6 billion in 1952, $63.9 billion in 1956, and $62.9 billion 
at the present time. 

Again, as I say—— 

Senator Kerr. I would like, if it is all right, Mr. Secretary, to dis- 
cuss these with you as we come to them. 

Secretary Humpurey. Fine. 

Senator Kmrr. That means, as I read it, an $11.7 billion differential; 
is that right? 

Secretary Humpurey. That is right; less today than there was in 
1952. 

Senator Kerr. How much of that is in long-term bonds? 

Secretary HumpHrey. You mean—— 

Senator Kerr. How much of that differential that is not now in the 
floating debt is in long-term bonds? 

Secretary Humpnrey. In the 1 year—— 

Senator Kerr. Well, this is a tabulation—— 

Secretary Humpurey. Actually maturing—— 

Senator Kerr. As I understand, this is a tabulation of the floating 
debt as of these dates. 

Secretary Humpnrey. That is, this is the debt that we may be 
called upon to pay within less than a year. 

Senator Kerr. Well, it is what you referred to as the floating debt? 

Secretary Humpnrey. That is correct, that demand can be made 
for payment within less than a year. Some of it automatically ma- 
tures; and some of it is payable on demand. 

Senator Kerr. We still owe that $11.7 billion? 

Secretary Humporey. No. That has been reduced. 

Senator Kerr. Well, we owe more now than we did—— 

Secretary Humpurey. No; we owe less. 

‘ a Kerr (continuing). Than we did in December 1952, total 
ebt. 

Secretary Humpurey. Oh, you mean the total of all debt? 

Senator Kurr. Yes. 

Secretary Humpurey. Oh, yes; yes, sir. The total of all debt is 
higher than it was in 1952. 

Senator Kerr. This is 

Secretary Humpurey. This is simply the debt-—— 

Senator Kurr. I understand. 

Secretary Humpurey (continuing). On which the demand for pay- 
ment can be made within 1 year. 

Senator Kerr. What I am trying to find out is where it is now. 
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Secretary Humpurey. It is right here, May 31. 

Senator Kerr. I have not made myself clear. You still owe this 
money 

Secretary Humpurey. Yes, sir. 

Senator Kerr (continuing). In one form or another. 

Secretary Humpurey. That is correct. 

Senator Kerr. In what form is it now? 

Secretary Humpurey. It is in longer term than 1 year or demand. 

Senator Kerr. In how much longer term than 1 year? 

Secretary Humpurey. Well, you “did not ask that. 

Senator Kerr. I know I did not. 

Secretary Humpurey. I will have to try to find out. It will be 
more than a year and up to 40 years. 

Senator Kerr. Well, now 

Secretary Humpurey. Most of it, I would guess, would be in 5 
6, 7 years, something like that, in 3 to 7 vears. 

Senator Kerr. In 3 to 7 years? 

Secretary Humpurey. Something like that. Of course, I am just 
guessing at this, now. 

Senator Kerr. But it is—— 

Secretary Humpurey. But it is more than 1 year, and we have 
some that go to 40 years, and the others lie somewhere in between. 
The longest term is very small. 

Senator Kerr. We have some that go 40 years? 

Secretary Humpnurey. I believe it is about 40 years; 1995. 

Senator Kerr. That is 38 years. 

Secretary Humpurey. That is what? 

Senator Kerr. That is 38 years. 

Secretary Humpurey. That is right. 

Senator Kerr. How much of that? 

Secretary Humpurey. It is relatively small, $2% billion. 

Senator Kerr. Those and the 3%s are the only long-terms that 
have been issued, are they not? 

Secretary Humpurey. Those are the only two long terms. 

Senator Kerr. How much are the 3%’s? 

Secretary Humpnrey. $1} billion, a little over $1.5 billion. 

Senator Kurr. So the 2 of them together total $4% billion. 

Secretary Humpurey. That is right. 

Senator Kerr. The overall increase in the debt is how much since 
December 31, 1952? 

Secretary Humpurey. To $276.7 billion from $267.4 billion—$9.3 
billion. 

Senator Kerr. So that $9.3 billion less $4.1 billion is $5.2 billion. 

Secretary Humpurey. Deducting the long term; yes. 

Senator ‘Kerr. So that, if we contemplate that the increase in the 
debt is in part represented by the long terms, and for bookkeeping 
purposes we may just as well assume that some other of the refinanc- 
ing has been put into it, that leaves $5.5 billion of the inc rease, plus 
$11.7 of the decrease in the floating debt, for a total of $17.2 billion 
which has to be in the form of something more than 1 year and less 
than long term. 

Secretary Humpurey. I think that is about right. 

Senator Kerr. Is that right? 

Mr. Mayo. That isn’t far off, sir. 
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Secretary Humpnrey. The total increase is $9 billion, but there is 
a $17 billion increase outside the floating debt and long-term bonds, 
somewhere in there. 

Senator Kerr. It is now in a different form. 

Secretary Humpnrey. It is in a different form, that is correct, 
different maturity. 

Senator Kerr. What issues have you made of longer than 5 years 
since you came in? 

Secretary Humpurey. Mr. Burgess is really the person to answer 
these questions, because he has all the data. 

Senator Kerr. I know, but I am just seeking information. 

Secretary Humpurey. Roughly, there is a $6 billion increase in the 
E and H bonds. 

Senator Kerr. E and H is $6 billion? 

Secretary Humpurey. That is right. And special issues are up $6.5 
billion. And, wait, there is one other item. 

Senator Kerr. $6.5 billion—— 

Secretary Humpurey. Special issues. 

Senator Kerr. When do they mature? 

Secretary Humpurey. Well, those are varying maturities. That 
goes into the trust funds. 

Senator Kerr. I know, but are they due or callable in a year? 

Secretary Humpurey. No. These are fund deposits. They are 
bonds deposited in funds. 

Senator Kerr. What I am trying to find out is their term. 

Secretary Humpurey. Their term is mostly a year, or over. 

Senator Kerr. Well now 

Secretary Humpurey. They turn over. 

Senator Kerr. If their term is a year, would that affect this table? 

Secretary Humpurey. No; they are not floating debt. They are 
longer term credit. They are fund deposits where the obligation 
is for a much longer time. 

Senator Kerr. In order that I may understand this now, and 
let us see if my understanding is correct, you are referring to the trust 
funds? 

Secretary Humpnrey. That is correct. 

Senator Kerr. Of which you have control, and with reference to 
which, as they accrue or as they —— 

Secretary HumpHrey. Mature. 

Senator Kerr (continuing). As they come in, you invest them in 
Government securities of one kind or another? 

Secretary Humpurey. That is correct. They are special issues 
for that purpose. 

Senator Kerr. Special issues for that purpose. Of what duration 
are they? 

Secretary Humpnurey. Well, they are mostly for a year, because 
we have annual interest adjustments, and they turn over with the 
revisions in interest yearly. 

Senator Kerr. What I am trying to find out—what is your name, 
sir? 

Mr. Mayo. Mayo. 

Secretary Humpurey. M-a-y-o, Mayo. 
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Senator Kerr. What I am trying to find out, Mr. Mayo, is this: 
You say that you put $6 billion more in the special issues. 

Mr. Mayo. Yes. 

Secretary Humpurey. Six and a half. 

Senator Kerr. Of 1-year duration when you turn them over. 

Mr. Mayo. That is about right. 

Senator Kerr. Now, is that $6.5 billion included in this $62.9 
billion? 

Mr. Mayo. No, sir. 

Secretary Humpurey. No; that is not part of the floating debt. 

Senator Kerr. But it is due within a year. 

Secretary Humpurey. Well, it can be for whatever is proper. We 
make it that because you have these adjustments that you make an- 
nually. But it can be made just as well for 5 years or some other 
period. 

Senator Kerr. Well, the reason you do not do that is- 

Secretary Humpnurey. There is no obligation. 

Senator Kerr (continuing). That the law requires you to adjust 
that interest? 

Secretary Humpurey. It is a convenient way to do it. 

Senator Kerr. Yes. 

Now, this $6 billion, this first $6 billion, that you said was in E 
and H bonds 

Secretary Humpurey. That is right. 

Senator Kerr (continuing). They are callable at the will of the 
lender. 

Secretary Humpurey. That is correct. 

Senator Kerr. And the $6.5 billion of special issues you turn them 
over every year. 

Secretary Humpurey. E and H, they keep turning over, that is 
correct. 

Senator Kurr. And the special issues, you keep turning them over? 

Secretary Humpurey. That is correct. 

Senator Kerr. Now, the other $5.7 billion, Mr. Mayo, which is 
that—— 

Secretary Humpnurey. Here it is. In 1954—— 

Senator Kerr. All right. 

Secretary Humpurey. In 1954, we issued 5- to 10-year bonds, of 
various issues, totaling $21.7 billion. 

Senator Kerr. $21.7 billion. 

Secretary Humpurey. Some of those have come down in term, and 
some are still over 5, and you would have to sort out each issue to see 
just where you were. 

Senator Kerr. How much of the $21.7 billion was longer than 5 
years? 

Secretary Humpnurey. Well, the $4.6 billion we spoke of before, 
you already have that. 

Senator Kurr. No. 

Secretary Humpurey. This is in the 5- to 10-year range. That 
was in 1953. 

Senator Kerr. What did you issue? 

Secretary Humpurey. $4.6 billion. 

Senator Kerr. For how long? 

Secretary Humpurey. Somewhere between 5 and 10. 
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Senator Kerr. You do not know—they are not bonds which are 
payable at the end of 10, but callable at the end of 5 years? 

Secretary Humpnrey. No; they are different maturities. We 
would have to get each issue. 

Senator Kurr. I think he has it there in the Treasury Bulletin. 

Secretary Humpuruy. We have all of them here, if you want to 
read them off. 

Senator Kerr. I just want to know what you issued of 5 years or 
longer, since you came in. 

Secretary Humpurey. Well, let’s start right at the top of the sheet 
here and pick them out. 

Senator Kurr. I tell you, that fellow Mayo can beat either you or 
me. I have the Treasury Bulletin here, but I have to have someone 
guide me through it. 

Secretary Humpurey. Sodol. We are equal. [Laughter.] 

Senator Kerr. Maybe this fellow can guide us both. 

Secretary Humpurey. Here you go right up 

Senator Kerr. Tell me, Mr. Mayo, so we can put it in the record. 

Secretary Humpurey. You pick out the ones that are over 5 years. 

Mr. Mayo. In February of 1953, the Treasury issued a 5-year, 
10-month bond of $600 million. 

Senator Kerr. How much? 

Mr. Mayo. $600 million. 

Senator Kerr. All right. 

Mr. Mayo. And then, of course, in May of 1953 

Senator Kurr. That is May of 1953? 

Mr. Mayo. Yes. The Treasury issued this $1.6 billion of these 
30-year 3s. 

Senator Kerr. We have that in a separate category. 

Mr. Mayo. All right, we will keep that separate. In November of 
1953, a 7-vear 10-month bond, $2.2 billion. 

Senator Kerr. All right. 

Mr. Mayo. In November of 1953, 5-year 10-month bond, $1.7 
billion. 

That is all for 1953. 

Senator Kerr. All right. 

Mr. Mayo. In 1954, February, 7-year 9-month bond, $11.2 billion, 

Senator Kerr. $11.2 billion? 

Mr. Mayo. Yes, sir. 

Senator Kerr. All right. 

Mr. Mayo. August, 1954, 6-year 3-month bond, $3.8 billion. 

Senator Kurr. All right. 

Mr. Mayo. December, 1954, 8-year 8-month, $6.8 billion. 

Senator Kerr. All right. 

res Maro. We have given you the 40-year bond. We will skip 
that. 

Senator Kerr. All right. 

Mr. Mayo. That is all, over 5 years, I believe, Senator. 

Senator Kerr. That had been issued? 

Mr. Mayo. That is correct. 

Senator Kerr. Well now, all of these except the December of 1954, 
$6.8 billion, mature in 1961 or before; do they not? 

Mr. Mayo. That is correct. 

Senator Kerr. And the December of 1954 mature—— 
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Mr. Mayo. In August of 1963. 
Senator Kerr. August of 1963. 

Then to the degree that the floating debt as you have defined it is 
less than it was on December 31 of 1952, there is actually a substan- 
tially larger amount that will be due within 5 years from this date. 

Mr. Mayo. Yes; close to 5 years. Some of it is closer; that is right. 

Senator Kerr. All right. 

Mr. Secretary, what is the next item, now, that you have there? 

Secretary Humpurey. All right. 

Senator Kerr. I wonder if we might do this: You know, we were 
discussing when we left here, as I recall it, the amount that was due 
within 5 years, and you were going to make a tabulation, I believe, of 
the amount and classifications due in less than 5 years or callable by 
the owner, as of December 31, 1952, and as of May 31, 1957. 

Secretary Humpurey. Here it is; yes. We have that statement 
right here. 

Shall I read this for the record? 

Senator Kerr. Yes, sir. 

Secretary Humpnurey. In 1953, I made the statement that nearly 
three-fourths of this debt matures within less than 5 years or is 
redeemable at the holder’s option. 

This statement was based on an analysis of Federal debt outstanding 
on December 31, 1952, which showed that 68.8 percent of the Federal 
debt outstanding was in this category. 

By December 31, 1956, the percentage computed on the same basis 
was 68.4 percent. That part of the public debt includes: 

(1) All marketable securities maturing in less than 5 years, regard- 
less of the type of the holder. 

(2) All demand debt, such as savings notes, savings bonds, includ- 
ing E and H bonds as well as F and G, J, and K bonds, depositary 
bonds, matured debt, and noninterest bearing debt. 

(3) Investment series bonds, both series A, which is redeemable 
on demand, and series B, which is exchangeable on demand into 
5-year marketable notes. 

(4) Special issues to Government investment accounts, such as un- 
employment trust account, Federal Deposit Insurance Corporation, 
Federal Housing Administration funds, and Federal Savings and 
Loan Insurance Corporation, which accounts may involve demand- 
type obligations. 

Senator Krrr. Now, you were going to bring it as of May 31 of 
this year. 

Secretary Humpurey. I do not think we were, Senator. I do not 
believe we can get it up that close, but we might. 

I think we can. We have not got it, but we can try to revise it 
to bring it to May 31, if that is possible. 

Senator Kerr. It is a little hard 

Secretary Humpurey. We might bring it up to April. 

Senator Kerr. It is a little hard for me to reconcile this with what 
seems to me to be the situation, because, on the basis of what you 
have just told me here, everything that was due within 5 years at 
that time, plus an increase of how much in the debt? 

Mr. Mayo. $9.3 billion. 

Senator Kerr. $9.3 billion—is now due within 5 years or less, 
except the $6.8 billion which would be due in 1963, according to this, 
Mr. Mayo. 
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Mr. Mayo. That is right. 

Secretary Humpurey. That is right. 

Senator Kerr. And the 44—— 

Secretary Humpurey. The 44—— 

Senator Kerr. Which is how much, Mr. Mayo? Is that right,4 4? 

Secretary Humpnurey. Of the two longs. 

Senator Kerr. Which is $11.3 billion, plus anything that was due 
in more than 5 years but less than 10 years; is that not right? 

Mr. Mayo. That is right. 

Senator Kerr. Was there no outstanding debt at that time due 
within 5 and 10 years? 

Mr. Mayo. Yes, there was. These are on different concepts, if 
I may answer, Mr. Secretary. 

Secretary Humpurey. You tell him just exactly what that is. 

Mr. Mayo. This was done to illustrate the total of demand debt, 
including the E- and H-bonds, this statement you have here, Senator, 
in 1952. This is a classification that we no longer use. We have 
preferred to use this floating-debt concept in more recent years. 

We have, for your purpose, however, brought this up to date to 
illustrate what it would be on December 31, 1956. It includes Series 
E and H bonds, which the floating debt concept does not inculde 
because that is a self-sustaining program. The sales and redemptions 
are just about equal all the way along. 

This includes certain types of Government investment account 
special issues, which we have not included in the floating debt now. 

Senator Kerr. Nor in the amount due within 5 years? 

Mr. Mayo. They are in this amount due within 5 years, this old 
concept that we are referring to here, because, technically speaking, 
like unemployment trust account, you could have a wave of unemploy- 
ment which would make you pay much of that money out immediately. 
So it is in a different 

Senator Kerr. Here is what I am trying to do: When the Secretary 
came in, on innumerable occasions he was critical of his predecessor 
and of the situation which he said he inherited, because, he said— 
sometimes he said two-thirds and sometimes he said three-fourths of 
the outstanding debt is either due within 5 years or redeemable at the 
will of the owner. 

Now he is about to leave this post, and he is going to have a successor 
who will inherit a situation. 

Secretary Humpurey. Perhaps I can clear this up for you. 

Senator Kerr. And I was 

Secretary Humpurey. My successor can be critical of me, because, 
using this measuring stick, we have not made the improvement that 
I would like to have made. 

In these times of great demand for money, we have not been able 
to extend our debt and to put out as much long-term paper as we had 
hoped we might do, and as I think it is very desirable to do whenever 
the opportunity will permit its being done. 

Now, you can do it sometimes. Sometimes the market will take 
the long-term securities, and sometimes the market will not. 

We have had markets during a substantial part of the time—be- 
cause of the large demand for money and the high rate of prosperity— 
where the long-term obligations could not be put out, and where it 
was not desirable to put them out. 
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We have made progress, Senator Kerr, but not as much asI hoped 
we would be able to make. On this measuring stick we have about held 
our own. On the floating debt we have done better and we have 
put out some long issues. 

Senator Kerr. Well, you see 

Secretary Humpurey (continuing). And we have about—— 

Senator Kerr. Well, actually we have not held our own, on the 
basis of your statement. 

Secretary Humpurey. Well, we have come pretty close to it. 

Senator Kerr. Because on December 31, 1952, according to this 
statement, it was 68.8 percent of how much, Mr. Mayo? 

Mr. Mayo. Well, that is approximately—— 

Senator Kerr. It is 68.8 percent of how much? 

Mr. Mayo. Of $267 billion. 

Senator Kerr. Of $267 billion. 

Mr. Mayo. That is correct. 

Senator Kerr. According to this statement of December 31, 1956, 
it is 68.4 percent of how much? 

Secretary Humpnrey. Of a larger amount. 

Mr. Mayo. $276.7 billion. 

Senator Kerr. Of $276.7 billion, which means we had a greater 
amount 

Mr. Mayo. That is correct, by this way of measuring. 

Secretary Humpnrey. A slight difference. 

Senator Kerr (continuing). A greater amount outstanding on 
the basis of this. 

Secretary Humphrey. A very small amount. 

Senator Kerr. [ a not certain Of this but it would seem to me 
that as of May 31, 1957, there would not only be a substantially larger 
volume, but per haps a leas percentage of the total, Mr. Mayo? 

Mr. Mayo. We can figure that for you, Senator. The debt as a 
total has gone down a little since Dec ember, and the shorter-term 
debt has— 

Senator Kerr. Gone up. 

Mr. Mayo (continuing). Has perhaps gone up slightly according 
to this definition. 

Senator Kerr. Yes. At least as much as the debt has gone down. 

Secretary Humpnrey. Why don’t we see if we can get the exact 
figures as of May 31? 

Senator Kerr. I think it would be very instructive. 

Secretary Humpurey. I think we can get them, certainly as of 
May 1, if not May 31. 

(The material referred to was later submitted as follows:) 


By May 31, 1957, the percentage computed on the same basis was 68.3 percent. 


Senator Kerr. You see, Mr. Secretary, what many would believe, 
and I happen to be one of them, is that the policy which you helped to 
implement and which has been accentuated by the Federal Reserve 
Board, and in which you tell us that you completely support them, 
has made it impossible to achieve the objective of switching the 
national debt to long-term bonds. 

Secretary Humpurey. Well, I cannot agree that it is that policy 
that caused it. 

Senator Kerr. I see in yesterday’s Wall Street Journal—and I 
must say that I find myself in a rather peculiar situation here of 
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quoting from that publication in an argument with you. [Laughter.] 
Secretary Humpurey. Well, I do not know why you would not. 
It is 
Senator Kerr. You and it have not been very far apart, usually. 
I see this article headed as follows: 


More Firms Postpone, Kitt Expansion PLANs AS INTEREST Costs SoaR 


One delays bond sale, calls market disorganized, new rate hikes forecast. 
Uncle Sam is squeezed, too. 

Tight money is twisting the plans of a growing number of American business- 
men. Some are postponing or canceling carefully laid expansion plans. Many 
are keeping a closer eye on inventories so as to limit costly borrowing. Others are 
reshaping Sasmainn plans in the hope of minimizing higher interest costs. 


Mr. Chairman, I want this entire article put into the record at this 
point, but I only want to read about two more paragraphs. 


There’s no question that interest rates are high by any recent standards, no 
matter where a businessman may turn. The banks’ rate for their biggest borrow- 
ers, with the best credit ratings—the prime rate—is 4 percent, the highest it has 
been since 1933. And that is only part of the story. 


Up above is the statement: 


Bankers generally look for interest rates to go higher still. 

As money has tightened, more and more borrowers have found that, in the 
banks’ eyes they no longer qualify for the minimum rate. Banks also have be- 
come more insistent that borrowers keep close to 20 percent of any money they 
owey on deposit with the banks a step that increases the actual cost of the 
oans. 


Then there was this very illuminating comment, Mr. Secretary: 


Higher interest rates, of course, are pinching governments as well as businesses. 
The Treasury last week had to pay 3.404 percent to raise $1.6 billion on its regular 
offering of 91-day bills—the highest rate it had paid on such securities in 24 years. 
State and local governments also are being forced to pay higher and higher in- 
terest rates to raise funds for schools, highways and other facilities. * * * 

Tighter money is helping to defeat one of the prime aims of the Eisenhower 
administration—to stretch out the average maturity of the Federal debt. One 
purpose of the proposed stretchout was to cut down the size of the Government’s 
future debt refunding chore. In addition, by offering longer term securities, the 
administration hoped to place more of the debt in the hands of nonbank 
investors. * * * 

The current interest rate upsurge, with only minor interruptions, dates from 
early 1955. As business began to pull out of the inventory recession of late 1953 
and 1954, demand for credit grew—for rebuilding depleted inventories and buildin 
new facilities. The Federal Reserve System, which during the recession perio 
had supplied the banks with all the funds they needed, and more, began to limit 
the funds the banks had available to lend. Interest rates rose steadily. 

In late 1956, the Federal Reserve hesitated, somewhat uncertain as to the 
business future. But as business plowed ahead with tremendous rapid expansion 

rograms, (spending on new plant and equipment this year forecast at $37.4 
illion, an increase of over 6 percent in 1956 high), the Reserve System took heart 
and again grabbed the credit reins tightly. 


Now, this writer says that— 


Tighter money is helping to defeat one of the prime aims of the Eisenhower 
administration. * * * 

I would like to ask you, Mr. Secretary, if it is not a fact that there 
is no way for you to know what you would have to pay to issue long- 
term bonds today? 

Secretary Humpurey. I think that is right. I do not think the 
market is available to sell long-term bonds, and I do not believe you 
would want to try. 

(The article siete to is as follows:) 
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TigHTER Monry— More Firms Postpone, Kitt Expansion PLANS AS INTEREST 
Costs Soar 


ONE DELAYS BOND SALE, CALLS MARKET DISORGANIZED; NEW RATE HIKES FORE- 
CAST—-UNCLE SAM IS SQUEEZED, TOO 


A Wall Street Journal News Roundup 


Tight money is twisting the plans of a growing number of American business- 
men. 

Some are postponing or canceling carefully laid expansion plans. Many are 
keeping a closer eye on inventories so as to limit costly borrowing. Others are 
reshaping financing plans in the hope of minimizing higher interest costs. 

Those are the major facts turned up by a Wall Street Journal survey of business- 
men and bankers in 13 major cities around the United States, as both bank 
borrowing and bond financing costs continue to mount. Other findings: 

Bankers generally look for interest rates to go higher still. 

High interest rates—and the scarcity of loanable funds—chiefly deter marginal 
projects; many companies are pushing ahead with expansion plans, convinced 
that the resulting profits will more than offset the higher cost of money. 


American businessmen and Federal, State and local governments are 
finding it increasingly difficult and expensive to borrow money. This is 
the first of two articles examining the impact of the steadily tightening 
credit squeeze. 

WIDE RANGE OF BUSINESSES 


Reports of stymied expansion plans come from a wide range of businesses, 
however. 

“The recent rise in interest rates killed a $1 million expansion program we had 
planned,” says Gilbert Schnitzer, president of Industrial Air Products Co., 
Portland, Oreg., supplier of oxygen for industrial and medical uses. ‘‘We had 
intended to open plants in other Northwest cities, but we simply can’t afford to 
pay current bank rates.”’ 

“‘We’re not bidding on some jobs we’d like to bid on, because if we get them we 
would have to have new facilities,”’ says an official of a southern California aircraft 
company. “We think we’d have to pay too much for the money to finance the 
new facilities.” 

And the senior credit officer of a major Chicago bank reports, ‘‘Several of our 
customers have reduced or postponed expansion plans because of high interest 
rates, They hope to borrow later when rates are more favorable.’”’” A number 
of these companies he says, were utilities; one was a railroad. 

There’s no question that interest rates are high by any recent standards, no 
matter where a businessman may turn. The banks’ rate for their biggest borrow- 
ers with the best credit ratings—the ‘“‘prime”’ rate—is 4 percent, the highest it has 
been since 1933. And that’s only part of the story. As money has tightened, 
more and more borrowers have found that, in the banks’ eves, they no longer 
qualify for the minimum rate. Banks also have become more insistent that 
borrowers keep close to 20 percent of any money they borrow on deposit with 
the banks—a step that increases the actual cost of the loans. 


A Prime Rate Boost? 


More bad news for businessmen: Many bankers maintain that an increase in 
the prime rate itself is overdue. Any such increase sooner or later would affect 
all borrowers, since all bank rates are scaled upward from the prime rate. 

When a businessman turns to the bond market for long-term loans to finance 
expansion programs the picture, if anything, is even more bleak. The yields on 
top-grade corporate bonds outstanding, as measured by Moody’s Investors Serv- 
ice, have averaged 3.7 percent so far this year. As shown by the chart below, 
that’s higher than the annual average for any year since 1934. And the average 
is sure to go higher, since the yields on new bond issues for several weeks have 
been running well above 3.7 percent. 

Only last week, Southern Bell Telephone Co. had to pay 4.91 percent when 
it sold $70 million of 29-year debentures. That’s the highest rate paid by any 
Bell System unit since 1930. 
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Michigan Consolidated Gas Co. last week paid 6.145 percent to borrow $30 
million on 25-year first mortgage bonds. That’s in sharp contract to the 3.39- 
percent rate the Michigan utility paid on a $30 million 25-year bond issuefless 
than 2 years ago—in November 1955. 

Kerr-McGee Oil Industries, Inc., this week will offer $20 million of debentures. 
To make its securities more attractive in the current bond market, Kerr-MeGee 
has coupled to each $1,000 debenture a warrant entitling the purchaser to buy 5 
shares of the company’s common stock at $80 a share during the period from 
April 1, 1958, to June 1, 1964. 

The rise of bond market interest costs has been so swift that some companies 
have simply thrown up their hands. Associates Investment Co. last Tuesday 
postponed a $20 million debenture issue. The reason, according to E. Douglas 
Campbell, treasurer: “The disorganized condition of the market.” 

Higher interest rates, of course, are pinching governments as well as businesses. 
The Treasury last week had to pay 3.404 percent to raise $1.6 billion on its regular 
offering of 91-day bills—the highest rate it had paid on such securities in 24 years. 
State and local governments also are being forced to pay higher and higher interest 
rates to raise funds for schools, highways and other facilities. The Dow-Jones 
municipal bond yield index last week rose to 3.48 percent, the highest level since 
October 1935. 

Tighter money is helping to defeat one of the prime aims of the Eisenhower 
administration—to stretch out the average maturity of the Federal debt. One 
purpose of the proposed stretchout was to cut down the size of the Government’s 
future debt refunding chore. In addition, by offering longer term securities, the 
administration hoped to place more of the debt in the hands of nonbank investors. 
Banks prefer short-term securities; such purchases set the stage for further in- 
flation. 

At the end of 1952, just before Ike took office, the average maturity of the 
Federal debt was 46 months. By mid-1955, the average had reached 55 months. 
But, as money tightened, the Treasury decided it could not sell additional longer 
term securities at any interest rate that it cared to pay. So it has relied more 
and more on short-term issues. Result: The average maturity, as shown by the 
chart below, had dropped 43 months by the end of last month: 
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The current interest-rate upsurge, with only minor interruptions, dates from 
early 1955. As business began to pull out of the inventory recession of late 1953 
and 1954, demand for credit grew—for rebuilding depleted inventories and build- 
ing new facilities. The Federal Reserve System, which during the recession 

eriod had supplied the banks with all the funds they needed and more, began to 
imit the funds the banks had available to lend. Interest rates rose steadily. 

In late 1956, the Federal Reserve hesitated, somewhat uncertain as to the busi- 
ness future. But as business plowed ahead with record expansion programs 
(spending on new plant and equipment this year is forecast at $37.4 billion, an 
increase of 6 percent over the 1956 high), the Reserve System took heart and again 
grabbed the credit reins tightly. 


BORROWED RESERVES 


Just how strapped the banks are for funds showed up last week in the weekly 
statement issued by the Reserve System. The banks are required to keep on 
deposit with the Reserve System funds equal to a specified percentage of the de- 
posits on their own books; for the major New York City banks, for example, this 

ercentage is 20 percent. To meet these requirements, the banks this past week 
ad to borrow from the Reserve System a daily average of $1.1 billion. 

When money began to tighten early in 1955, many businessmen decided to 
finance expansion programs “‘temporarily’’—sometimes for several years—with 
bank loans. When money became more plentiful and interest rates eased, they 
expected to raise long-term funds in the bond market. 

espite the fact that more than 2 years have passed with no drop in interest 
rates, some companies persist on that course. 

“There has been considerably more borrowing from banks lately by com- 
panies that do not want to commit themselves on long-term loans,’ reports E. E. 
Adams, president of San Francisco’s Bank of California. 

Under its normal financing pattern, Pittsburgh’s Equitable Gas Co. this year 
could have sold debentures to provide the funds needed for a new $8.7 million 
petrompentnn plant in Kentucky. But because of high interest rates, says C. J. 

ulholland, vice president and treasurer, the company early last month arranged 
instead for an 11-month bank loan. 


SHUN LONG COMMITMENTS 


But a growing number of banks are turning away borrowers who want to ar- 
range new loans for expansion purposes or to renew old ones. Several factors 
underlie this trend. For one thing, with the prospect of still higher interest rates, 
banks aren’t eager to commit their funds for long periods at current interest rates. 





FINANCIAL CONDITION OF THE UNITED STATES 169 


“The money market still is uncertain,’’ says John Hay, president of the Michi- 
gan Bank in Detroit. ‘Rates might go even higher, and we don’t want to get 
locked in.” : 

Another factor is that the Reserve System for some time has been gently pres- 
suring the banks to avoid even temporary loans for capital purposes. The 
System argues, with considerable conviction, that such loans feed inflation. 
And, with the demand for bank credit still outrunning the supply, more and more 
banks are finding it desriable to go along with the Reserve System. 

Bankers, trying tactifully to shove customers into the bond market, emphasize 
that businessmen may have to wait a long time for rates to come down. Went- 
worth P. Johnson, a senior vice president of Fidelity-Philadelphia Trust Co., goes 
farther than most in that direction. 


DROP IN 1961? 


“Once interest rates begin rising,’ says Mr. Johnson, ‘‘they rise for a period of 
about 15 years before falling off again.’’ He figures the most recent low point 
was 1946 (the downturn of 1953-54, he figures, was not sharp enough to interrupt 
the overall uptrend). He concludes: “It seems likely that rates should begin to 
drop by 1961, according to all historical data available.” 

Borrowers pushed out of banks have been largely responsible for the bond- 
market squeeze. The squeeze has done more than send interest rates soaring. 
Many bond dealers have found it impossible to sell their securities without mark- 
ing down prices—an action that in some cases has meant losses for the dealers. 

o protect themselves to some extent, dealers are insisting that new bond 
issues be made more attractive—both with higher interest rates and in other 
ways. An example of the latter: When interest rates are high, some companies 
sell bonds, fully expecting to refinance later when interest rates decline. Dealers 
now, however, are stipulating in some cases that new bonds cannot be called in 
and refunded for at least 5 years. 

Unlike expansion loans, bankers find there’s no strong upward pressure under 
inventory loans. Businessmen generally have been trying to hold their stocks 
in check. The high cost of money is only one reason for this. Most products 
and materials now are plentiful, so businessmen find it unnecessary to.stockpile. 
But interest rates still are influencing a number of inventory planners. 


FOWLER PLANS CUT 


“We pian to cut inventories 15 percent in the next 6 months to reduce operating 
costs,’ says Paul Fowler, president of Fowler Manufacturing Co., Portiand, 
Oreg., mianufacturer of water heaters. ‘‘We use a great deal of steel, and if we 
ean cut down the size of our orders and order at more frequent intervals, we won’t 
have to obtain so many of these expensive loans.” 

Aluminum Company of America, while it says it is not directly affected by 
tight money, believes many of its customers are cutting inventories because of 
high interest rates. 

Many companies concede they’re concerned by tight money—but not enough 
to alter any plans or programs. 

“High money rates won’t affect our major expansion plans,’”’ says Laurence F. 
Whittemore, president of Brown Co., Berlin, N. H., paper and pulp maker. 
“Marginal projects wouldn’t be started, but we have none in that category now.” 

Other companies unworried by tight money include those who finance operations 
largely by retaining earnings. ‘‘We generate enough cash within the company 
to take care of all our needs,” says an official of a big Chicago-based manufacturing 
concern, 

RATE INCREASES ASKED 


A number of public utilities, while worried by higher interest costs, expect to 
offset them through higher charges for their services; a number of rate increase 
requests already are pending before State regulatory agencies, 

Many businessmen are philosophical about tight money. With the present 
top corporate tax rate of 52 percent, Uncle Sam pays about half of the higher 
interest costs, figures W. A. Parish, president of Houston Lighting & Power Co. 
Interest costs are deductible from income when a corporation figures its taxes. 

Whatever the impact of high interest rates on business, one thing is sure; 
Tight money feeds on itself. As businessmen begin to fret about the availability 
and cost of credit, they rush to line up loans—sometimes months in advance of 
actual need. 
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‘‘Even on the same interest rate, credit tends to get tighter on its own * * * 
tends to accumulate more pressure,” says David M. Kennedy, president of 
Continental Illinois National Bank & Trust Co., of Chicago. ‘‘We’re seeing no 
letup in the demand for borrowings.” 

Senator Kerr. Do you think you could sell them at a rate within 
the legal limit? 

Secretary Humpurey. I would not recommend trying to sell any 
at all. 

Senator Kerr. Now—— 

Secretary Humpurey. | do not think it is a proper time. 

Senator Kerr. Well, is that not because of the tightness of the 
money market? 

Secretary Humpurey. Well, partly that, and partly because of 
the great use of money that is being made, the great demand for 
money. 

Senator Kerr. Regardless of what causes the tight-money market, 
it is because of that situation that you would not try to sell long- 
terms? 

Secretary Humpurey. There is no complication about this, Senator, 
The reason there is not a market for long-term Government bonds at 
the kind of interest rates we would like to pay, or that we should pay 
for that kind of a security, is because there are so many other people 
wanting to borrow money. 

Now, when you have lots of people in the market wanting to borrow 
money and a lot of udaataiel concerns wanting to borrow money, 
they bid for the money. And the only way we can take it away from 
them would be to go in and bid and take it away from them. 

Now, I do not think the Government would be wise to go in and 
try to take money away from business and industry. 

Senator Kerr. That adds up to a tight-money market. 

Secretary Humpurey. There is a tight-money market, there is no 
question about it, and the reason it is a tight-money market is because 
it is better to have the cost of interest rising than to have the cost of 
living going out of sight. 

Senator Kerr. Well now, we are going to get to that in a little 
while. 

Secretary Humpurey. | think that those are the things you have to 
keep in mind. 

Senator Kerr. Do not try to detour me, Mr. Secretary. 

Secretary Humpurey. | am not trying to detour you. 

Senator Kerr. Yes; youare. Weare talking about a situation in 
which you tell the committee that you would not try to sell long- 
term bonds. 

Secretary Humpurey. That is right. 

Senator Kerr. And, for the moment, regardless of what causes this 
tight-money market, it is the tight-money market which causes you 
to reach that conclusion? 

Secretary Humpurey. That is right. I do not want to go out and 
bid for this long-term money. 

Senator Kerr. This same article says: 

In 1956, the Federal Reserve hesitated, somewhat uncertain as to the business 
future; but as business plowed ahead, the Reserve System took heart and again 
grabbed the credit reins tightly. 


Now, that indicates that the Federal Reserve had something to do 
with the tightness of the money market. 
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Secretary Humpurey. The Federal Reserve has a lot to do with it. 
The Federal Reserve, by law, is the functioning body that influences 
the amount of available credit and the amount of available money, 
and it is their job, the Federal Reserve’s job, to do that thing. 

Senator Kerr. That is what I was trying to get you—— 

Secretary Humpurey. And the Treasury either agrees with them or 
does not. 

Senator Kerr. You agree with them? 

Secretary Humpurey. At this time we agree with them pretty well 
on what they are doing. 

Senator Knrr. You agree with them and have agreed with them? 

Secretary Humpnrey. Pretty well. We have had some variations 
in agreeing with them; but by and large, we think their policies have 
been about right. 

Senator Kerr. Regardless of the merits or demerits of the tight- 
money situation, then, the Federal Reserve Board is responsible for it? 

Secretary Humpurey. Primarily responsible, ves; plus, of course, 
the heavy demand for money. That is their legal function. 

Senator Kerr. And that has brought about a situation where there 
is more demand for the available credit than there is credit to meet 
available demand? 

Secretary Humpurey. Well, you have to take into account both 
demand and supply. 

Senator Krrr. Well, I say—— 

Secretary Humpurey. And the demand has been exceeding the 
supply. 

Senator Kerr. And, as vou said a while ago, compels the Govern- 
ment to compete with itself. 

Secretary HumpHrey. Well, or not to compete. 

Senator Kerr. When its maturities come due, it has to borrow. 

Secretary Humpurey. Then we compete. 

Senator Kerr. You have to borrow. 

Secretary Humpurey. That is correct. 

Senator Kerr. And you do that every Monday morning. 

Secretary HumpHrey. We do it every Monday. 

Senator Kerr. Every Monday morning. And State and local 
governments have to compete. 

Secretary HumpHrey. That is correct. 

Senator Kerr. And when State and local governments and the 
Federal Government, which together had over half of the total debt 
in the Nation December 21, 1952, are in the posture of competing 
with each other, and with both competing with industry for credit, 
and the Federal Reserve holding the reins tight so that there is an 
inadequate amount to meet the demand, it has to force the interest 
rates up, does it not? 

Secretary Humpurey. Of course—— 

Senator Kerr. Is that not the situation? 

Secretary Humpurey. Just a moment 

Senator Kerr. Let me ask you just this question 

Secretary Humpurey. Please 

Senator Kerr. That is what makes it impossible, in this environ- 
ment, to sell long-term bonds? 

Secretary Humpnurey. It makes it undesirable, and I do not want 
to try. 
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Senator Kerr. I say therefore, Mr. Secretary, that the policy which 
the Federal Reserve has implemented and now follows, and in which 
you have supported them and do now support them—— 

Secretary Humpurey. That is right. 

Senator Kurr (continuing). Is what makes it impossible for you 
to achieve the objective of putting this Government debt into long- 
term issues? 

Secretary Humpnurey. That is right, because I think we gain much 
more in other ways. It’s the heavy demand for money again. 

Senator Kerr. But regardless of what you think it does for us 

Secretary Humpurey. We are not doing one thing because I think 
we are getting a lot better off the other way. 

Senator Kurr. In other words, we are getting a lot better off, 
then, to 

Secretary Humpurey. With this high prosperity that is going on, 
I think the way we are working, it is more desirable to have that than 
it is to have no use for money, to have nobody wanting money, and to 
have money a drug on the market so that we can get all we want for 
any period of time we do want it. 

Senator Kerr. When you came into office, Mr. Secretary, you said 
the worst thing about the fiscal policies in the preceding administra- 
tion was that they had resulted in two-thirds or three-fourths of the 
debt maturing or being callable in 5 years. 

Secretary Humpurey. No; I did not say it was the worst thing. 
I said that was a thing that was desirable to correct as soon as it could 
be done. 

Senator Kerr. You said that was the mess you inherited. 

Secretary Humpurey. That was one of the things. There was a 
lot more to the mess than that. [Laughter.] 

Senator Kerr. And your successor, if that is a mess, and to the 
extent that it is a mess—— 

Secretary Humpnrey. It is just a part of the mess. 

Senator Kerr (continuing). And to the extent that is a mess—— 

Secretary Humpurey. Using your measurement, my successor is 
going to find no improvement in that little part of it. 

Senator Kerr. He is going to inherit a worse one than you did. 

Secretary Humpurey. No, it will be just about the same, but we 
have cut the floating debt and put out some long bonds. 

Senator Kerr. Now then, Mr. Secretary, do you have a statement 
there of the goods that are in short supply? 

Secretary Humpurey. Yes, I have a substantial statement with 
respect to that, but first, let me submit a short one for the record. 

This is a statement of what issues are still outstanding that we have 
not refinanced. You asked, you know, if there were some that had 
not been refinanced, and here is a statement of the issues that have 
not been refinanced. (Requested on p. 133.) 

Senator Kerr. Yes. That is of the total debt in existence when 
you came in? 

Secretary Humpurey. That is right. 

Senator Kerr. Yes. 

(The table referred to is as follows:) 
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United States Government public marketable and nonmarketable issues outstanding 
May 31, 1957, which were issued prior to Jan. 1, 1958 


Amount outstanding 
Marketable issues: (billions of dollars) 


Nonmarketable issues: 
Savings bonds: 
Series E and H 
Series F, G, J, K 


Total, public issues ! 
1 Excludes special] issues, matured debt bearing no interest, and non-interest-bearing debt. 


Secretary Humpurey. And it shows that there are here a total of 
$103 billion of those issues that are still outstanding. They are just 


certain issues. 

Senator Kerr. I would think that there were more than that, 
because we have all of the 24s. Are they included in this? 

Secretary Humpnrey. They are included; yes, sir. They are up 
there in that $50 billion item. 

Senator Kmrr. That is the bonds? 

Secretary Humpurey. That is right. 

Senator Kurr. In the “Marketable issues” item. 

Secretary Humpurey. That is right. 

Senator Kmurr. The series E and H that have not been refinanced 
are redeemable on demand. 

Secretary Humpurey. At demand. 

Senator Kurr. Series F, G, J, and K, tell us what they are. 

Secretary Humpurey. Those are savings bonds. We have stopped 
issuing them now. ‘They were bonds that were issued to large in- 
vestors. 

Senator Kmrr. Are they redeemable at the will of the holders? 

Secretary Humpnrey. They are redeemable on demand. They 
are like savings bonds; we stopped issuing the big ones and only issue 
bonds to smaller savers. 

Senator Kerr. Investment bonds, series A. Is that what you 
put into the special issues? 

Secretary Humpurey. No. 

Senator Kerr. What are those? 

Secretary Humpurey. Well, these are 
Senator Kerr. When are they due? They have been outstanding 


here 
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Secretary Humpurey. Series A is due in 1965. 

Senator Kerr. And series B? 

Secretary Humpnrey. Callable in 1975 and due in 1980. 

Senator Kerr. 1975 to 1980. 

Secretary Humpurey. Yes. 

Senator Kerr. Then the only part of this which is not going to be 
subject to refinancing pretty soon, or which could be redeemed at 
the will of the holder, is the $11.6 billion total of series A and B and 
the $50 billion of bonds? 

Secretary Humpurey. Well, these demand savings bonds are, of 
course—theoretically, they can be, but probably will not. 

Senator Kerr. They were what you referred to back in 1953 when 
you said they are redeemable at the will of the owner? 

Secretary Humpurey. That is right. 

Senator Kerr. And they still are? 

Secretary Humpurey. Still are, but the chances are they will not be. 
They are extended. 

Senator Kerr. Sure. 

Do you know what chance you will have on that if you let this 
interest rate get away from you? If you let that interest rate get 
further away from you, those holders of 3 percent will say, “I will 
come and get my money and put it over in 6 percent investments.” 

Secretary Humpurey. There are lots of reasons why you would not 
make those changes. 

Senator Kerr. You say if it gets to 6 percent? 

Secretary Humphrey. Yes. I thought you said if it got to 6 
percent. 

Senator Kerr. Well, this article I just put into the record said that 
Michigan Consolidated Gas Co. last week paid 6.145 percent to borrow 
$30 million on 25-year first mortgage bonds. That is in sharp con- 
trast with the 3.39 percent rate the Michigan utility paid on a $30 
million 25-year issue less than 2 years ago, November 1955. 

So when I talk about the 6 percent high-grade, class A bonds, I am 
not talking about a possibility; I am talking about a reality here. 

Secretary Humpurey. Well, I told you once before in a meeting that 
these Government bonds, I believe, are the highest class security in the 
world. 

Senator Kerr. We have been talking about that. 

Secretary Humpurey. And I am not anticipating they will pay 6 
percent in the near future. 

Senator Kerr. I am not, either, because the law says you cannot 
pay over 4%. 

I will tell you what I think, Mr. Secretary. I think that before we 
hit that ceiling, both the Treasury and Federal Reserve are going to 
be doing what they should have been doing before this, and you 
do, too, do you not? 

Secretary Humpurey. I think what we have been doing is what we 
should have been doing. 

Senator Kerr. But before they 

Secretary Humpurey. Whether we will change or not, Senator, will 
be just, as I said in my original statement—the policy is a flexible 

olicy. It must be a flexible policy to meet conditions as they exist 
rom time to time. 
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Senator Kerr. You know that is a nasty word to the farmer, that 
word ‘‘flexible.”’ 

Secretary Humpurey. I do not know whether it is nasty to farmers. 
It fits here. 

Senator Kerr. Before you do that, will you answer my question? 

Secretary Humpurey. [ will just answer this one first. 

Senator Kerr. You are going to go back and read me some more of 
that campaign speech. [Laughter.] 

: ewe your staff is looking for it, I will tell you what let’s you and 
clo 
Secretary Humpurey. [ will find it in just a minute. 

Senator Kerr. I wonder if you would not answer this question: 
Do you not think that the Treasury and the Federal Reserve will ad- 
vocate a change in policy at or before the time the required rate hits 
that 4% legal ceiling? 

Secretary Humpurey. I do not know. It will depend on condi- 
tions, and I hope they will have the courage and the ability to do 
what they ought to do all the while, and not be pressured into doing 
something wrong. 

Senator Kerr. They will either have to do something or come to 
Congress and ask Congress to raise-— 

Secretary Humpurey. Only if conditions justify the change. 

Senator Kerr. I say, they will have to come to Congress and get 
Congress to change the legal limit. 

Secretary Humpnurey. The legal limit is a good deal like the debt 
limit, you know. You do what you have to do. I believe in these 
limits, because I believe they are appropriate to work with. 

But no limit is going to stop the Government from financing itself 
if it has to, under whatever the conditions may be. 

The Congress, when the pressures are such and the conditions are 
such that the only financing the Government can do is at something 
different than the limit, then the limit will be changed. That is only 
commonsense. But I believe in limits now. 

Senator Kerr. You believe in limits? 

Secretary Humpnurey. Ido. And the chairman will tell you that 
nobody has worked harder to stick to the debt limit, and I believe in 
it, and I do not want it abandoned. And we did not abandon it, and 
we have held to it, and I hope we are going to live within it, and I 
hope for all the future time they will live within it. 

Senator Kmrr. Would you do this—— 

Secretary Humpurey. But if the time should come when they could 
not, you would have to do something about it. 

Senator Kerr. Would you do this: Would you agree that it would 
be appropriate for the Treasury and the Federal Reserve Board to 
reappraise its policy so as to make credit less tight in preference to 
coming to Congress to ask for a raise in that legal limit of 4% percent? 

Secretary Humpurey. They reappraise their policy daily, Senator. 
These are the fewwords that I think cover the situation better than 
anything else, and they are taken from the Douglas report which was 
made about 7 years ago, and I will just read what they said in that 
report. 

Senator Kerr. Who was it who said, “Oh, liberty, what crimes are 


committed in thy name’? [Laughter.] 





I want to tell you, if Paul Douglas had known——— 
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Secretary Humpurey. Let me read it. 

Senator Kerr. The kind of a mantle that he was going to provide 
for you boys to wrap yourselves in, I believe he would have let his 
tongue cleave to the roof of his mouth before he would ever have 
issued those comforting words. {Laughter.] 

Secretary Humpurey. I am sorry he is not here to hear me read it, 
but I am sure it will do you good to listen. 

Senator Kerr. I will tell you right now, errors, sir, do not attain 
any dignity even when repeated by one of ‘such eminent prominence 
as yourself. [Laughter.] 

Secretary Humpurey (reading): 

Timely flexibility toward easy credit at some times and credit restriction at 
other times is an essential characteristic of a monetary policy that will promote 
economic stability rather than instability. 

That is the base upon which the Federal Reserve Board operates, 
and I think it is the proper base. 

Senator Kerr. Now that you have injected that at this point, I 
want to show you a chart, Mr. Secretary. 

I want to show you a chart because it is going to disclose to you that 
a greater increase in the money supply in the years previous to your 
time brought less increase in the Consumer Price Index than a lesser 
percentage of increase in the money supply during the last 12 months 

as brought under your administration. 

Now, in 1949 through 1953, which includes the years of the Korean 
war, the Consumer Price Index went up 2.2 percent per year. The 
wholesale prices went up 1.2 percent per year. Industrial prices 
went up 2 percent per year. The privately held money supply went 
up 3.5 percent a year. The gross national product, according to the 
President’s Economic Report of 1957, on the basis of the dollars 
adjusted to the 1956 price level, went up 4.8 percent a year. Unem- 
ployment averaged 3.5 percent a year. 

Now, for 1956 plus 5 months of 1957 on an adjusted basis gives it 
the posture of another year so as to make it a 2-year average. 

Secretary Humpurey. I do not quite understand that. How do 
you do this? 

Senator Kerr. Well, this 2.6 per year average is on the basis of 
1956, plus 5 months of 1957, to give it the posture of a year. 

What did you tell us the price index had gone up in 12 months? 

Mr. Mayo. Four points or 3.8 percent. 

Senator Kerr. 4.4. 

Secretary Humpurey. Points? 

Senator Kurr. Yes. 

Secretary Humpurey. 3.8 percent. 

Senator Kerr. But take all of 1956 and that part of 1957 and give 
it a 2-year average, and it is 2.6. If you just take the 12 months and 
divide it by 2, it js 1.9 percent. 

Secretary Humpnurey. I see. 

Senator Kerr. But if you take the additional period this year 
that we have the record on and the 3 months of last year that was not 
in the 12 months, it gives an average of 2.6 percent, as compared to 2.2 
percent for 1949-53. In other words, the Consumer Price Index 

as risen more rapidly in 1956 and 1957 than it did on the average 
from 1949 through 1953. 
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RELATIVE ECONOMIC TRENOS 


1949 THROUGH 1953 AND 1956 THROUGH MID 1957 
I I949 THROUGH 1953 (INCLUDING 3 YEARS OF KOREAN WAR) 


Percent 


Consumer Wholesale Industria! Privately Gross Nationa! industrial Unemployment 
Prices Prices Prices Held Money Product Production os Percent of 
\ Supply (in 1956 $) Civilian Labor Force 


art ities = Re st . o : dg (annua! average) 
ANNUAL AVERAGE INCREASES 


I956 THROUGH MID 1957 


Percent 


5——- lining 


3.8% 


Industrial Privately Gross National Industrial Unemployment 
Prices Held Money Product Production as Percent of 
Supply (in 1956 $) A, Givilian Labor Force 
Sian aie 


ANNUAL AVERAGE INCREASES Pant 


* 1956 through lotest dote, 1957, for which data ovailable, consumer price index through April 1957, Dota: Deportmants of Commerce 
wholesole price index through June |i, [957 , industric! production index through May 1957, Gross Notione! Product and Labor, and Boord of Governors 
through: first querter, 1957, money supply through April 957, unemployment as percent of civilion lobor force of the Federal Reserve System. 
through May (957 


(See p. 226.) 
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The wholesale prices have gone up 3.1 percent as compared to 
1.2 percent. Industrial prices have gone up 3.8 percent as compared 
to 2 percent. Privately held money supply has gone up 2.8 percent 
per year in 1956-57 as contrasted to 3.5 percent per year during 
1949-53, proving that a larger percentage increase of the available 
supply of credit was not as inflationary as a much smaller increase in 
the supply of credit has been in 1956-57. 

The gross national product has only gone up 2.7 percent as com- 
pared to 4.8, and you yourself have said that that is one of the primary 
tests of the growth of the economy. Industrial production has gone 
up only 2.1 percent as compared to 5.4 percent, and unemployment 
has been an average of 4.1 percent of the total civilian labor force, as 
contrasted to 3.5 percent. 

So it seems to me, Mr. Secretary, there should be a reappraisal of 
the money supply considerations which you told us should determine 
the action of the Federal Reserve Board. 

Secretary Humpurey. Senator, have you the 4-year period average 
figures to compare with the 4-year previous period average figures? 

Senator Kerr. Yes; I do have. But you see—— 

Secretary Humpurey. Are you willing to put them up there and 
show them? 

Senator Kerr. I would be glad to. But the reason I use this, 
Mr. Secretary, was this: I read into the record the other day the state- 
ment of the Federal Reserve Board in its report for 1952, which you 
agree with, which said that economic stability or stability of prices 
had been attained in 1952. 

Now, the fact about the business is, Mr. Secretary, that in September 
of 1948—and if Mr. Mayo will get his Consumers Price Index I want 
him to check me on what I am saying—in September 1948, the Con- 
sumers Price Index stood at 104.8. Twenty-one months later, in 
June of 1950—have you got those figures, Mr. Mayo? 

Mr. Mayo. One second and I will have that. Y es, sir. 

Senator Kerr. Twenty-one months later, in June of 1950, the 
Consumer Price Index was 101.8. 

Mr. Mayo. That is right. 

Secretary Humpurey. That is right. 

Senator Kerr. Or a decrease actually during that 21-month period 
prior to the Korean conflict of 3 points. The purchasing power of the 
dollar was increased by 2.56 cents. 

Secretary Humpurey. That is right. 

Senator Kerr. And then in 1951 and 1952, according to the Federal 
Reserve Board’s report that I read into the record, price levels were 
constant, and you yourself said in June of 1953 in that interview that 
I read here to the committee the other day and put into the record, 
when you were asked when did you think you could achieve a stable 
dollar and you said, ““We have got a stable dollar now.” 

Secretary Humpurey. That is right. 

Senator Kerr. In 1953? 

Secretary Humpurey. That is right. 

Senator Kerr. Now, the reason that I have used 1956 and thus far 
in 1957 is that that stability has been jarred. After achieving almost 
2 years of stability, and proclaiming : you were in a stable situation in 
1953 and that you maintained it in 1954 and 1955, you certainly 
had a foundation for continued stability. But we do not have it, 
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and the figures for the current period are the ones I have used here, 
and I have used them because I think it is fair to compare them with 
the 5 years—1949 through 1953—which includes the Korean war years. 

Secretary HumpHrey. Well, you see, Senator, I think that it is the 
same figures, just put up again in a little different way, that you used 
the other day, where you compare an average period, a pre-1953 
average period, with a worst year in a later period and make a favor- 
able comparison with that, as compared with the average in the later 
period which is much better. 

Senator Kerr. Well, it has this advantage, Mr. Secretary, it has 
the advantage of being accurate, and the statement that you make 
on your stability was not accurate. 

Secretary Humpurey. Well, I will challenge that. 

Senator Kerr. All right. Then we will look at it together, and I 
will let you determine whether it is accurate. In your prepared 
statement you say: 

We have accomplished a tempering of inflationary pressures during these years, 
with a decline in the purchasing power of the dollar of only eight-tenths of a cent 
in 4 years. 

Is that your statement? 

Secretary Humpnurey. That is right. 

Senator Kerr. I want you and Mr. Mayo to examine it and see if 
it, according to the exhibit you gave us, represents 4 years or 3 years? 

Secretary Humpurey. Well, it is the average- 

Senator Kmrr. It does not say the average. It says, “with a 
decline in the purchasing power.” 

Secretary Humpurey. Now, wait a minute. 

Senator Kerr. Is this what it says? 

Secretary Humpurey. Calendar year average; Do you read those 
letters? 

Senator Kerr. Why, sure. 

Secretary Humpurey. All right. We will accept that. 

Senator Kerr. Well, you cannot take the average of 1953 as 
representing 

Secretary Humpurey. Why not? 

Senator Kerr. As representing the increase in 1953. It is the base. 

Secretary Humpurey. I am showing the changes in the calendar. 
This speaks exactly, if you will read the words. 

Senator Kerr. Yes, sir; you are showing the changes in the calendar 
year. 

Secretary Humpurey. I am showing the calendar year average for 
each of 4 years. 

Senator Kerr. Yes. 

Secretary Humpurey. And the difference in the calendar year, 
your difference is eight-tenths of a cent. 

Senator Kerr. That is correct. That is not what your statement 
says. 

Secretary Humpurey. Well, I do not know how you can say it any 
plainer. It is all written out just as plain as it can be. 

Senator Kerr. It depends on whether you want to state it accu- 
rately or inaccurately. 

Secretary Humpurey. It is just stated as plain as it can be, a 
calendar year average. 

Senator Kerr. It does not say that. 
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Secretary Humpnrey. Calendar year average, and it states it. 

Senator Kerr. I am talking about the statement. The calendar 
year average is in the table that was put in there to substantiate the 
statement. The statement says— 
with a decline in the purchasing power of the dollar of only eight-tenths of a cent 
in 4 years. 

Secretary Humpurey. That is right. 

Senator Kerr. Now, actually the decline represented the difference 
between 1956 and 1953, did it not? 

Secretary Humpnrey. Between what? 

Senator Kerr. 1956 and 1953. 

Secretary Humpurey. Just what it says, the difference between the 
averages of those 2 years. 

Senator Kure. Is that correct that it was the difference between 
1956 and 1953? 

Secretary Humpurey. It is exactly what it purports to say, Senator. 
It gives you the average for—— 

Senator Kerr. Answer the question. 

Secretary Humpurey. It gives you the average for 1953, 1954, 
1955, and 1956. 

Senator Kerr. How did you get the eight-tenths of a cent? 

Secretary Humpurey. You deduct the average from 1953 to 1956 
and you find 

Senator Kerr. I think you deduct the average of 1956 from 1953. 

Secretary Humpurey. That is right, and it is eight-tenths. 

Senator Kerr. It is only three years in which it, of course—— 

Secretary Humpurey. Four years. 

Senator Kerr. Oh, no, it is the difference between the first and the 
fourth, is that corr ect? 

Secretary Humpurey. No, it is not correct. 

Senator Kerr. Ask Mr. Mayo. 

Secretary Humpurey. We have taken the average for 4 years and 
deducted 

Senator Kerr. And deducted the fourth from the first. 

Secretary Humpurey. That is right. 

Senator Kerr. All right. That represents a 3-year gain. 

Secretary Humpurey. Well, but it is not from the end of the year. 
It is the average of the whole year. 

Senator Kerr. All right. And you averaged of the whole year? 

Secretary Humpurey. That is right. 

Senator Kerr. How long is it from January 1, 1953, to January 1, 
1956? 

Secretary Humpnrey. You want to put in another year, is that 
what you are seeking to do? 

Senator Kzrr. No, I am taking your figure. 

Secretary Humpnrey. Because if you want to put in another year, 
it is perfectly easy to do it. 

Senator Kerr. Yes, sir. 

Secretary Humpnrey. We have got 4 years. 

Senator Kerr. Yes, sir. 

Secretary Humpurey. And the average of each of the 4 years and 
the difference 

Senator Kerr. And the decline in the purchasing power as you giv® 
it here is the difference between 1953 and 1956? 
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Secretary Humpurey. Yes. 

Senator Kerr. Is that right, Mr. Mayo? 

Mr. Mayo. That is correct. 

Secretary Humpnurey. That is correct. 

Senator Kerr. How long is it from any given date in 1953 to that 
same date in 1956? 

Secretary Humpurey. It is a difference of 3 years of interim, but 
it is 4 years, four calendar years. 

Senator Kerr. Oh, yes. But your decline there has to be a 3-year 
decline. Just ask any member of your staff if that is not correct. 

Secretary Humpnrey. But if we take the figures on 4 years 

Senator Kerr. I just say ask anyone. 

Secretary Humpurey. But during the 4 years that is the decline 
that has taken place during the 4 calendar years. 

Senator Kerr. It is the decline when the average of 1953 

Secretary Humpurey. It is the decline of the average of 4 years. 

Senator Kurr. It is the decline in the average of 1953 to the average 
of 1956, is that not correct, Mr. Mayo? 

Mr. Mayo. Yes, that is correct. 

Senator Kurr. Is that not a 3-year period? 

Secretary Humpurey. It is a 3-year period of 4 years. [Laughter.] 
It is a difference of three. 

Senator Kerr. Mr. Secretary, that is the only way that it can be 
made accurate. [Laughter.] 

Secretary Humpnrey. That is a perfectly accurate statement. 

Senator Kerr. I want to tell you right now that is a rationalization 
I had not contemplated even you would be capable of. 

Secretary Humpurey. Well, it is very good for you to find that out. 

Senator Kerr. All right. Now, let us go to the shortage. Do 
you have that statement? 

Secretary Humpurey. I have a statement, a very full statement on 
exactly what occurred which I will read, Mr. Chairman. It shows 
exactly how this change took place. 

Senator Kerr. Now, that is not what I wanted. I did not ask you 
for another speech. 

Secretary Humpurey. Well, you are going to get one. [Laughter.] 

Senator Kerr. We are eventually going to get down to that point 
of the tabulation of the shortages. The other day you gave me two, 
line pipe and railroad passenger cars. 

Secretary Humpurey. Yes. 

Senator Kerr. All right. You make any speech you want to, 
but we are going to get down to those shortages. 

Secretary Humrurey. All right. 

In response to a request from Senator Kerr on Friday, I promised 
to provide the committee today with a more extended statement 
describing the pressures which initiated the recent rise in the general 
price level. 

This rise began to show up at the wholesale level in mid-1955. 

Senator Kerr. May we interrupt there? 

Secretary Humpnrey. What is that? 

Senator Kerr. May I interrupt right there? 

Secretary Humpurey. Yes, sir. 

Senator Kerr. Where is the report of the proceedings on Friday, 
the transcript? 
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Now you say: 

In response to a request from Senator Kerr on Friday, I promised to provide 
the committee with a more extended statement describing the pressures which 
initiated the recent rise in the general price level. 

What you promised to get me, Mr. Secretary, was a tabulation of 
the consumer items in short supply. 

Secretary Humpurey. Well, what we are seeking to do, Senator, 
I think you and I both, what we are seeking to do is to bring out the 
facts for the benefit of the committee to see what the pressures are 
and how they operate, trying to develop the problem. 

Senator Kerr. I think the committee is entitled to participate in 
deciding what facts we want. 

Secretary Humpurey. That is right, and so am I. 

Senator Kurr. That is right, and you gave us a tabulation. 

Secretary HumpHReY. And I will present it to you, you wanted to 
know about this difference in price level, and now I am prepared to 
present it to you. 

Senator Kerr. Well, to go back now, you said that this inflation 
was caused by a bigger demand than—I want to tell vou, you put on 
a promising act here the other day that was as good as I ever saw. 

Secretary Humpurey. Well, I am doing the best I can to help you. 

Senator Kerr. | will read it and then you may see it. [Reading.] 

To go back now, you said that this inflation was caused by a bigger demand 
than productive capacity could supply. 

Secretary Humpurey. That is right. 

Senator Kerr (reading): 

Secretary Humpnrey. That is right. 

Senator Kerr. And the only one you have told me so far was line pipe. 

Secretary Humpurey. That is right. 

Senator Kerr. What others? 

Secretary Humpurey. I will get you a list. 

Secretary Humpurey. That is right. 

Senator Kerr (reading): 

Senator Kerr. Do you know of any other, Mr. Secretary? 

Secretary Humpurey. I will get you a list. 

Senator Kerr. Do you know of any other? 

Secretary Humpurey. I will get you a list. 


Secretary Humpnurey. [| have alist. [Laughter.] 
Senator Kerr (reading): 


Senator Kerr. Do you know of any other at this moment? 

Secretary Humpurey. I will bring a list which will have the statistics to back 
it up. 

Then we had a little colloquy there. 

Senator Kerr. Do you have any independent knowledge of any other avenue 
of productive capacity in which this country is short of productive capacity? 

Secretary Humpurey. I will bring you a list. 

Secretary Humpurey. I have a list. 

Senator Kerr. Well, do you remember what it was to be a list of? 

Secretary Humpurey. Yes, sir. 

Senator Kerr. What? 

Secretary Humpurey. It was to be a list of things that were in 
short supply. 
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Senator Kerr. That is fine. And you have that there? 

The CuarrMan. The entire statement will be made a part of the 
record where it was requested. (See p. 115.) 

Secretary Humpnrey. I will just go ahead. I do not think you 
would know how to use the list, so I am going to tell you how to use 
it. [Laughter.] 

Senator Kerr. I want to tell you that is a degree of candor to be 
commended. It is an attitude of helpfulness that I had not antici- 
pated. [Laughter.] And it is a situation which we will let further 
discussion itself verify or cast some doubt upon. 

Secretary Humpurey. I am sure, Senator, you are seeking the 
truth, as I am, and I want to show you just how I think this applies. 

Senator Kerr. Fine. 

Secretary Humpurey. This rise began to show up at the wholesale 
level in mid-1955, and by early 1956, prices of consumer goods and 
services began moving upward. 

While the Wholesale Price Index has been relatively stable since 
January, the Consumer Price Index has continued to move upward. 

Now, what has caused this rise in our price level particularly during 
the last year? This is the question with which we are all under- 
standably concerned, and to which I want to respond here. 

During late 1955 and 1956, price increases stemmed basically from 
a massive increase in capital expenditures. During this same period 
there was a substantial accumulation of inventories, which accentuated 
these price pressures. 

As the accompanying tables indicate, the capital goods boom which 
emerged in 1955 was of enormous proportions. Industrial construc- 
tion contract awards had increased 55 percent during 1955. The 
volume of new orders for durable goods jumped 34 percent. 


Percentage changes in unfilled orders; selected dates, major durable goods industries 


| | | 
| From Janu- | From Janu- | From Janu- | From Janu- 
ary 1955to | ary 1956 to ary 1955 to ary 1957 to 


| January 1956 | January 1957 | January 1957| April 1957! 








Durable-goods industries, total | 20 | +34 —3 
Primary metals- - a | : 5 | +82 —2 
Fabricated metal products-_ -._-.__.......---- | | | +37 | —1 
Machinery 2 ars cs | 2: +16 | +43 —2 
Transportation equipment. ; | +1 +23 —5 
Other durable-goods industries 3_____- 3 | 3 | 0 -5 

Selected commodities: | 
Railroad passenger cars. .-........-...------] | 5 | +10 —2 
Railroad freight cars_ . .. ‘ sonal 23 | —5 
Railroad diesel and diesel electric locomo- 

BENG 6 5 ca dhe Sotaandeces ae ae Bb | —5 








1 Preliminary. 

2 Includes electrical machinery. 

3 Includes professional and scientific instruments, lumber, furniture, stone, clay, and glass, and mis- 
cellaneous. 


Source: Office of Business Economics, Department of Commerce. 


The percentage change in new orders for durable goods was as 
follows: Durable goods, primary metals went up 31 percent; fabricated 
metal products, 29 percent; machinery, 47 percent; transportation 
equipment, 46 percent. 

Senator Kerr. How much in the 2 years? 
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Secretary Humpnrey. In the 2 years, durable goods total went up 
34 percent: primary metals went up 31 percent; fabricated metal 
products, 29 percent; machinery, 47 percent; transportation equip- 
ment, 46 percent; and other durable goods, 11 percent. 

Though shipments increased very sharply, the backlog of unfilled 
orders mounted rapidly for the hard-goods lines generally during 1955, 
and continued to move upward through most of 1956. Indeed, by the 
end of last year the backlog of unfilled orders was equal to more than 4 
months of shipments at the December rate, and was 34 percent above 
early 1955 levels. 

Senator Kerr. May I ask you a question right there? 

Secretary Humpnurey. Yes, sir. 

Senator Kerr. Now, is it not a fact that the so-called backlog of 
unfilled orders is a tabulation or a compilation of orders, the delivery 
dates of which are specifically set for sometime in the future? 

Secretary Humpurey. That is right, and the general reason for 
that is because they cannot get prompt shipment. That is the best 
evidence I know of, inability to get prompt shipment. 

Senator Kerr. Well, you say the backlog is the best evidence? 

Secretary Humpurey. That is the best evidence of shortage. 

Senator Kerr. You and I know that when industry gets ready to 
expand, it may not have all the money on December 31 to pay for all 
it is expecting to get within the next 2 years, and if it got it all, the 
construction organization would take ‘maybe a year and a half or 2 
years to do it. 

Secretary Humpurey. Now, Senator, when you 

Senator Kerr. Now, this backlog i is not of materials the delivery 
of which is past due, is it, Mr. Secretary? 

Secretary HuMPHREY. You have to find some index of what is a 
shortage, and the best evidence of a shortage is an increase in the 
backlog of unfilled orders, because that means that deliveries are 
having to be postponed and people are getting their orders in so that 
they will get delivery dates that they can meet. 

Senator Kerr. All right. 

Secretary Humpnrey. The magnitude of these rapidly mounting 
demands, concentrated in such a short time span, led to a sharp rise 
in the price of producers’ equipment and in the prices of materials, 
components and supplies used in durable goods manufacturing. These 
price advances, you will note, were much ¢ greater than those for prod- 
ucts less directly related to this capital goods boom. 

Now, the durable prices, there is a tabulation showing the durable 
goods prices that went up during these periods, and during the period 
from January 1955 to January 19: 57, durable goods total went up 34 
percent; primary metals, 82; fabric ated metal produc ts, 37; machinery, 
43; transportation, 23; and so forth. 
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Percentage change in new orders for durable goods 


| 
Change during '— 


1956 1955 and 1956 


Durable-goods industries, total 
Primary metals 
Fabricated metal products 
Machinery ? 
Transportation equipment 
Other durable goods # 





1 Change between fourth quarters 1954, 1955, and 1956. 

2 Includes electrical machinery. 

3 Includes professional and scientific instruments, lumber, furniture, stone, clay and glass, and miscel- 
laneous. 


Source: Office of Business Economics, Department of Commerce. 


The course of this rapidly accelerating capital goods boom during 
1955 can be traced in the various lists of shortages published from 
time to time by the Association of Purchasing Agents, and that is the 
list I have that I will give you in a minute. 

At the beginning of 1955, only nine items of basic materials were 
reported in short supply. This list built up persistently through 
subsequent months until by March 1956, 17 items were listed in 
short supply: aluminum, cellophane, cement, copper, nickel, paper, 
selenium, steel products, titanium dioxide, steel pipe, steel plates, 
structural steel, steel shapes, stainless steel, synthetic rubber, methanol, 
and newsprint. 

This list is, of course, illustrative only. The basic pressure on 
resources was being exerted by the rapid increase in capital outlays 
generally, and the even more rapid increase in new orders, unfilled 
orders, and industrial construction contract awards beginning in 1955. 
The increased prices of materials, components and supplies led to 
cost increases for producers of other goods, such as consumer durables. 
Consequently, even in lines of industry where demand was not 
rising so rapidly, some price increases occurred, as producers passed 
along at least some of the increased cost of materials. 

Then it shows that wholesale prices increased very much less. 
Wholesale prices of all items at that time were plus 6.8 points; farm 
products, minus 3.28 points. 

Senator Kerr. How much? 

Secretary Humpprey. Minus 3.28 points. 

Senator Kerr. Corn products? 

Secretary HumpHrey. Farm products. 

Senator Kerr. This says minus 3.2. 

Secretary Humpurey. Yes. 

Senator Kerr. Which is the correct figure? 

Secretary Humpurey. 3.2 is correct. 

Senator Kerr. All right. 

Secretary Humpurey. All other products, plus 10. 

Senator Kerr. What about food? 

Secretary Humpurey. Processed foods is 0.5. 

Senator Kurr. Half a point. 
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Secretary Humpurey. That is right. 

Now then, the selected groups of industrial prices, just for com- 
parison, was: 

Rubber and rubber products, plus 8.2. 

Pulp, paper, and allied products, 12.3. 

Metals and metal products, 22.1. 

Machinery, 18.1. 

Nonmetallic minerals, 10. 


Wholesale Price Index 


[1947-49 == 100] 


Points change in the index 
Price group A. | a 
‘rom January | From January 
1955 to January | 1957 to April 1957 
1957 


Wholesale prices: 
All items. Pah tin dbeise pire Shadaeeiedd +6. 8 
Farm products- - : —3.2 
Processed foods : : Anif 
All other (industrial) _- i . ‘ ‘ +10.0 | 
Selected groups of industrial prices: | 
Rubber and rubber products- - bok Sct oe ee +8. 2 
Pulp, paper, and allied products Sin el +12.3 
Metals and metal products. 1 | +22. 1 
Machinery and motive products +18. 1 
Nonmetallic minerals, structural _--- +10.0 


Not only did prices of materials and supplies increase, but labor 
costs rose substantially in 1956. Wage increases were sizable, and 
output per employee man-hour failed to rise appreciably in 1956, so 
that the higher wage costs per hour were more fully translated into 
increasing costs of production. 

Consumer prices generally did not begin to rise until early 1956, 
and consumer commodity prices (aside from food) did not increase 
until mid-1956. The rise in consumer incomes and in the demand for 
consumer goods was substantially less than the increase in demand 
for capital goods. 

And I will just interpolate this: That the increase in employment 
and the great expansion of capital goods was gradually supplying the 
funds, the wages, to later press on consumer goods. 

In general, the supply and capacity situation was also easier in the 
case of consumer goods. However, rising employment and wage rates 
led to an increase in disposable income “of about 6 percent per year 
between mid-1955 and early 1957. And this was large enough to 
permit the pass-through to consumers of increases in the wholesale 
prices of many consumer goods. 

Then consumer goods, consumer prices: 

All items moved, from June 1955 to December 1956, 3.3 percent, 
and December 1956 to April 1957, 0.9 percent. 
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Consumer Price Index 


Percent change 


Price group 


Consumer prices: 
All items__ 
Commocities.............. 
Food 


All commodities, except food 
Consumer durables ; 
Consumer nondurables 

Services and rent 


1 December 1955 to March 1956 used. 
Source: Based on data from the Department of Labor. 


Consumer commodity prices, particularly those of durable goods 
and of food, had been declining for a number of years prior to 1955. 
Retail margins on durable-goods commodities had apparently been 
falling for some time, making absorption of further cost increases 
difficult. 

Services prices, on the other hand, had been steadily rising through- 
out the postwar period. Many service prices are directly affected by 
changes in wage rates without any offsetting effect of productivity 

ains. 

: The recovery of farm prices from the low point reached in late 
1955, and the continued rise in food-marketing margins, led to in- 
creases in food prices early in 1956. After June, other consumer 
commodity prices joined in the rise, responding to a number of in- 
fluences—the earlier increases in wholesale prices, rising labor costs, 
scattered increases in State and local sales and excise taxes, and in 
some cases price increases (made possible by rising level of consumer 
incomes). 

In 1955, and again in 1956, the introduction of the new automo- 
bile models at higher prices also provided additional consumer price 
increases, although the actual amount of the increase to the consumer 
varied from place to place, and from time to time, depending on the 
degree of dealer discounting. 

With food and other commodities beginning to rise, and prices of 
services continuing their rise, the whole Consumer Price Index moved 
up in 1956. Despite the stability in wholesale prices during 1957 to 
date, consumer prices have continued to increase—— 
na Kerr. Do you happen to know what the increase was for 

ay? 

Secretary Humpurey. The last figure which came out, I think 
it was 0.3. 

Senator Kerr. Three-tenths of a point? 

Secretary Humpurey. That is right, 0.3, I believe. 

Senator Kerr. It just came out this morning. 

Secretary Humpurey. That is right. I think it is 0.3. Consumer 
prices have continued to increase, reflecting earlier rises in wholesale 
prices, a further increase in food prices, and the steady climb of 
service prices and rents, evidencing the normal lag in the effective 
timing of this pattern. 


93633—57—_—13 
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And that is the real meat in the coconut, the normal lag in the 
effective timing of the pattern. 

The major factors which led to the rise in industrial prices, beginning 
in mid-1955, and to the rise in consumer prices, beginning in early 
1956, were substantially modified during the first half of 1957. 

The most significant features of the first half of 1957 have been: 

1. The slowing up of the rapid increases in plant and equipment 
expenditures which took place in 1955 and 1956. 

2. The decline in inventory investment, from an annual rate of 
$4.1 billion in the last quarter of 1956, to —$1.2 billion in the first 
quarter of 1957. 

3. An apparent resumption of gains in output per man-hour, after 
a year in which only small increases were forthcoming. Although 
wage rates have continued to rise sharply, the higher output per 
man-hour has lessened their impact on costs of production. 

4. Growing production and stocks of many raw materials, among 
which the most important are the nonferrous metals—copper, lead, 
and zine. 

As a consequence, wholesale prices stabilized during the first 6 
months of the year. Consumer prices, however, continued to in- 
crease, reflecting the normal lag to earlier increases in wholesale 
prices, a seasonal upturn in food prices, and a continued upward 
movement of service prices and rent. 

The backlog of unfilled orders in some lines is decreasing, and the 
eee se on deliveries and shortages is declining and, in many cases, 

as almost entirely disappeared. 

Whether this is evidence of the effective restraint on inflationary 
pressures by the policies we have pursued, it is as yet too early to 
tell, but it may be that the natural correction is just beginning to 
emerge. If this proves to be the case, our flexible policies will take 
it into account as soon as the evidence is definite. 

The tabulation shows—these are items reported in short supply by 
members of the National Association of Purchasing Agents for those 
months during 1955, 1956, and 1957 for which we have records and 
it starts with relatively few. It increases to a large number, and then 
it declines until now there are only four items that are in short supply 
today. 

Senator Kerr. What are those four items? 

Secretary Humpnrey. This month it is nickel 

Senator Kerr. Wait a minute. Nickel. 

Secretary Humpurey. Steel plates. 

Senator Kerr. Steel plates. 

Secretary Humpurey. Structural steel. 

Senator Kerr. Wait a minute. Steel plates. 

Secretary HumpnHrey. Stainless. 

Senator Kerr. Stainless? 

Secretary Humpurey. That is right. 

Senator Kerr. Stainless steel? 

Secretary Humpnrey. That is correct. 

Senator Kerr. What else? 

Secretary Humpnrey. Those are the four. 

“emai Well, I only got nickel, steel plates, and stainless 
steel. 

Secretary Humpurey. Structural. 








nless 
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Senator Kerr. Structural. 

Senator Humpnrey. Now, it has included at one time or another 
during this period, it has included these items 

Senator Kerr. All right. 

Secretary Humrnrey (continuing). Which were in short supply: 
Aluminum, electric equipment items 

Senator Kerr. Wait a minute. Have you a copy of that? 

Secretary Humpurey. It is being mimeographed so you will have it- 

Senator Kerr. Go slowly. 

Secretary Humpnrey. Aluminum; electric equipment items—— 

Senator Kerr. What does that mean? 

Secretary Humpurey. It is various items of electrical equipment. 
{Laughter. } 

Senator Kerr. Does that mean items like electric shavers or elec- 
tric ice boxes? 

Secretary Humpnrey. No. This is motors, generators, and elec- 
trical machinery of one kind and another. 

Senator Kerr. Electrical machinery. 

Secretary HumpHrey. Yes. 

Senator Kerr. Electrical machinery. 

Secretary Humpnrey. These are primary items. These are not 
consumer items. These are all primary items. 

Lumber—— 

Senator Kerr. Lumber. When was that short? 

Secretary Humpurey. Lumber was short in April of 1956. 

Senator Kerr. April of 1956? 

Secretary Humpurey. That is right. 

Senator Kerr. In that 1 month? 

Secretary Humpurey. That is right. 

Senator Kerr. Any other month? 

Secretary Humpnrey. No. 

Senator Kerr. All right. What else? 

Secretary Humpurey. Bearings. 

Senator Kerr. Bearings? 

Secretary Humpuerey. Bearings, machinery bearings.. 

Senator Kerr. When were they in short supply? 

Secretary Humpurey. It is an important item. They have been 
short 5 months. 

Senator Kerr. Five months; all right. 

Secretary HumpHrey. Aluminum; if you want the number of 
months, aluminum was short almost all the way through. 

Senator Kerr. Yes. 

Secretary Humpurey. Practically every month. 

Senator Kerr. But not now? 

Secretary Humpnrey. But not today. 

Senator Kerr. Yes. 

Secretary Humpurey. Brass, short in 3 months.. 

Senator Kerr. All right. 

Secretary Humpurey. Cellophane, short in 9 months. 

Senator Kerr. All right. 

Secretary Humpurey. Copper products—that is. produets—short 
in 3 months; and copper was short in 10 months. 

Cement, short 10 months. 

Carbon—— 
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Senator Kerr. Sir? What was that last? 

Secretary Humpnrey. Carbon tetrachloride; just 1 month. 

Senator Kerr. What is that? 

Secretary Humpnurey. Glass. 

Senator Kerr. Carbon tetrachloride is a glass? 

Secretary Humpnrey. No; glass is the next item. 

Senator Kerr. What is that? 

Secretary Humpurey. It is a chemical, basic chemical, used in 
industry. 

Senator Kerr. How do you spell it? 

Secretary Humpurey. T-e-t-r-a-c-h-l-o-r-i-d-e. 

Senator Kerr. How long has that been short? 

Secretary Humpurey. Three months—wait a minute—I am on the 
wrong line: 1 month. 

Senator Kerr. What else? 

Secretary Humpurey. Glass, 5 months. 

Senator Kerr. All right. 

Secretary Humpurey. Nickel, 21 months. 

Paper—— 

Senator Kerr. Is that newsprint, now, or what? 

Secretary Humpurey. This is paper—industrial paper. 

Senator Kerr. Industrial paper. 

Secretary Humpurey. 9 months. 

Senator Kerr. All right. 

Secretary Humpnurey. Steel products. 

Senator Kerr. Consisting of what you outlined there, plate- 

Secretary Humpurey. 6 months. 

Senator Kerr. Structural? 

Secretary Humpurey. No; these are steel products, 6 months. 

Steel alloys, 3 months. 

Titanium dioxide—— 

Senator Kerr. What? 

Secretary Humpurey. Titanium dioxide, that is a thing they use 
a lot of——— 

Senator Kurr. That is a consumer item? 

Secretary Humpurey. None of these are consumer items. ‘These 
are basic materials. 

Senator Kerr. I knew most of them were not, but I thought this 
one was. 

Secretary Humpurey. No; these are primary items. 

Senator Kerr. Titanium dioxide? 

Secretary Humpurey. Titanium dioxide—it is the base of paint, 
among other things—7 months. 

Senator Kerr. All right. 

Secretary Humpnrey. Steel tubing, 2 months. 

Steel pipe, 8 months. 

Steel bars, 1 month. 

Steel plate, 13 months. 

Structural steel, 14 months. 

Steel castings, 2 months. 

Steel shapes, 6 months. 

Stainless steel, 10 months. 

Then there is scrap and wide flange beams, 1 month each. 

Synthetic rubber, a month. 
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Fuel oil, a month. 

Newsprint, a month. 

Monel metal, that is a type of stainless, 5 months. 

Senator Kurr. What was that fuel oil? 

Secretary HumpHrey. Fuel oil was only 1 month. 

Senator Kmrr. What was after that? 

Secretary Humpurey. Newsprint, only 1 month. 

Senator Kurr. All right. 

Secretary Humpurey. And zinc. 

That is a list of items that we sought where we could find lists that 
have some accuracy, and this is the best we could find with the 
National Association of Purchasing Agents. 

Senator Kmrr. Which one of those items is a consumer item? 

Secretary Humpnrey. Not any of them. They are all basic goods 
to production and hence necessary to produce consumer goods. 

Senator Kerr. Let me ask you this: There had been another item 
in short supply all during these months, had there not? 

Secretary Humpurey. What? 

Senator Kurr. Credit. 

Secretary HumpHurey. Yes, sir. 

Senator Kurr. That really has been a short item, has it not? 

Secretary Humpurey. Well, it has not been as available as the 
demand, but it has been more available than ever before. 

Senator Kurr. Now, Mr. Secretary, seriously, I would like to have 
you tell me to what degree this compilation of short items is reflected 
in the Consumer Price Index. 

Secretary Humpuray. I think, Senator, just as I have said in the 
paper that I read to you, that the Consumer Price Index reflects these 
shortages and this big development that we have gone through, and 
I think that, as in all these cases, there is a lag. One of the most 
difficult problems we have, any of us have, in trying to estimate future 
trends is the application of lags that take place in the economy, and I 
think if we do not recognize these lags, we will be—we can be very 
well led astray. 

On the other hand—— 

Senator Kerr. Let’s look at the Consumer Price Index. 

Secretary Humpurey. I think changes are so great that it is very 
difficult —— 

Senator Kerr. Let’s look at it. It is on page 23 there of your 
Economic Indicators. 

(The table referred to follows on next page.) 

Secretary Humpurey. Yes. 

Senator Kzurr. As I read that Consumer Price Index, it is made 
up, No. 1, of foods, which I understand constitutes at least 30 percent 
of what the consumer buys. 

Secretary Humparey. And food has been very level during the 
past year after a short rise of about 2 months. 

Now, Senator, you will notice that food prices took a sharp rise 
just about 2 months in 1956, and then it has been practically level 
ever since. 

Senator Kerr. All right. 

Now, housing. 

Secretary Humprrey. Housing. 

Senator Kerr. Rent. 
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Secretary HumpHrey. Wait a minute. 

Senator Kerr. Rent has gone up substantially all the way through. 

Secretary Humpurey. Yes. 

Senator Kerr. But there is no shortage in housing, is there, Mr. 
Secretary? 

soanotary Humpurey. Rents have been going up gradually for quite 
awhile. 

Senator Kerr. Has not the construction of housing been going 
down each year for 3 years? 

Secretary Humpurey. That is right. 

Senator Kerr. So there cannot be any shortage. 

Secretary HumpHrey. Not generally. 

Senator Kurr. The only item that you mentioned here that goes 
into housing was lumber, and you say that was short 1 month. 

Secretary Humpurey. Well, housing starts are down, of course; 
you know that. 

Senator Kerr. Well, that is right. 

Secretary Humpurey. That is right. 

Senator Kerr. Now, apparel 

Secretary HumpnHrey. So that rents, I think, have risen. 

Senator Kerr. Apparel. That comes under textiles, does it not? 

Secretary Humpurey. Textiles, apparel. And you will notice— 

Senator Kerr. They are in a very heavy surplus supply, are they 
not? 

Secretary Humpurey. They have been relatively stable. 

Senator Kmrr. There is a heavy supply, is there not? 

Secretary Humpurey. Well, what we are talking about, what you 
are trying to talk about, is an increase in the cost of these items. 
That is what you are really talking about. 

Senator Kerr. What did you say— 

Secretary HumpHrey. Now, the increase in cost of these items has 
been brought about, as I tried to explain, by this great surge of 
prosperity and by this great surge of activity that has taken place, 
and the lag is just beginning to be effective in the spending for the 
consumer items, and you can see it began about the middle of 1956; 
up to the middle of 1956 it had been fairly level. 

Senator Kerr. Mr. Secretary, you say here in a number of places 
that insofar as any pressure in the supply of consumer goods is con- 
cerned, consumer price of food, services prices, and rent, and actually 
now, Mr. Secretary, you just must admit there is not any shortage in 
any of those fields. 

, agg Humpurey. There are increasing demands in all of those 
elds. 

Senator Krrr. But there is increasing surplus in most of them. 

Secretary Humpurey. Well now, wait a minute. I do not know 
that I can go along with that. 

Senator Kerr. Well, there is an increase in food and clothing. 

Secretary Humpurey. There is increasing volume, let’s put it 
that way. 

Senator Kerr. There is an increasing surplus in automobiles. 

Secretary Humpurey. Well, automobiles are not on here. 

Senator Kurr. Well, it is a very substantial part of the consumer 
price level, is it not? 
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Secretary Humpnrey. No, I’m not sure they are in the Consumer 
Price Index at all. Are they not in the semi—— 

Senator Kerr. Ask Mr. Mayo about that. 

Secretary Humpurey. Where are they? 

Mr. Mayo. They are in the transportation item. 

Senator Kerr. Then they are in it, are they not? 

Secretary Humpnurey. They are in it. 

Senator Kerr. But there is no shortage in them, is there? 

Secretary Humrpurey. No, sir. 

Senator Kerr. I heard you talking about the great increase in 
durable goods, that is, home appliances, freezers, iceboxes, TV’s. 
There is no shortage in any of those? 

Secretary Humpurey. There is not. There was, but there is not 
now. 

Senator Kmrr. I know there is no shortage, in plywood, because 
there is one member of this committee who is tremendously interested 
in it, and he has called our attention to the fact that it is another 
item in surplus supply. 

The point I am making, Mr. Secretary, is that it seems to me that 
you have confused the effect of a boom in capital expenditures and 
plant expansion, with pressures reflected in the Consumer Price 
Index. 

Secretary Humpurey. That is what gave the impetus to it, that is 
what supplied the money, put the money in circulation to put the 
pressure on these other prices. 

Senator Kurr. Fine. 

Another thing you were going to get for us was the itemization of 
the $313 million of purchases of direct public and guaranteed securities 
covered in the Treasury release on its operations for the month of May. 

Secretary Humpurey. Yes, sir. 

Senator Kmrr. Do you have that? 

Secretary Humpurey. I have that right here. 

The CrHatrMan. Without objection it will be placed in the record 
at the place it was requested. (See p. 132.) 

Secretary Humpurey. There are pluses and minuses, as you will 
see, in the list, and I will put that in the record. 

Senator Kerr. As I understand, that was the net. 

Secretary Humpurey. That nets out at $313 million. The big 
item is the purchase of the 1%-percent notes of $363 million. Most of 
the rest are minuses. 

Senator Kerr. May I see that tabulation? 

Secretary Humpnrey. Yes, sir. 

Senator Kerr. The 15’s due May 15, 1957, was that the issue that 
you refunded, Mr. Secretary? 

Secretary Humpurey. Yes; that is the last one refunded. 

Senator Kerr. Was that the $4 billion refunding? 

Secretary Humpurey. That is right. 

Senator Kerr. Now, is this—— 

Secretary Humpurey. These were in connection with that refund- 
ing. 

Senator Kerr. The Treasury bought from the holders of those 
1%-percent securities $363 million worth of them; is that right? 

Secretary Humpurey. That is right. That is correct. 

Senator Kerr. Is that amount included in the $1.150 billion? 
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Secretary Humpurey. No; it is not. 

Senator Kerr. The other day when I said that there was about 
$1.2 billion of them that were not converted, you kind of got on me, 
because you said it was not but a billion, one hundred fifty-some-mil- 
lion. 

Secretary Humpnrey. No; I do not think ——— 

Senator Kurr. Well, you corrected me. 

Secretary Humpurey. Well 

Senator Kmrr. Was that not it, Mr. Mayo? 

Secretary Humpurey. I do not recall it. 

I think what I said was that the total outstanding, not converted, 
was the $1,156 million, but there is this additional amount which 
was purchased by the Treasury. 

Senator Kmrr. They could not have been converted, could they? 

Secretary Humpurey. Oh, yes. These are converted and still out- 
standing. 

Senator Kerr. How could they be converted by the holders if you 
bought them from them? 

Secretary Humpurey. Well, these are now in funds. 

Senator Kurr. But I say, in that refunding how could they have 
been converted, if you wanted them, if you bought them? 

Secretary Humpnurey. No; because the trust funds that own them 
converted them. 

Senator Kmrr. But the private holders of them could not convert 
them after they had sold them to you? 

Secretary HumpHrey. No; they could not. 

Senator Kerr. So that in reality, the Treasury supported its pro- 
gram there by its becoming the purchaser of $363 million of that re- 
fundable item; did it not? 

Secretary Humpurey. That is correct. 

Senator Kerr. And that, plus the billion, 100 how much, Mr. 
Mayo? 

Mr. Mayo. $1,156 million. 

Senator Kerr. That was the $1.156 billion? 

Secretary Humpnrey. That is right. 

Senator Kerr. And $363 million. Actually, then, there was more 
than a billion and a half—— 

Secretary Humpurey. That is right. 

Senator Kerr (continuing). That were not converted—— 

Secretary Humpurey. Not by the original holders. 

Senator Kerr (continuing). By the original holders. 

Secretary Humpnorey. That is right. 

Senator Kerr. Now, would not that operation, Mr. Secretary, be 
in the nature of the Treasury supporting its own issues? 

Secretary Humpnurey. It did. 

Senator Kerr. Well, then, what is there sinful or evil about the 
Federal Reserve supporting the issues? 

Secretary Humpurey. I do not think there is anything sinful 
about it. 

Senator Kerr. Well, did you talk with them about that issue before 
the date for the refunding? 

Secretary Humpurey. Well, we talk to them all the time about how 
it will be done and what will be done about it, and how much credit 
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will be available, and it is a thing that we discuss every time before 
any financing. It has to be. You cannot put these 
nator Kerr. Did they buy any of these? 

Secretary Humpnrey. No. 

Senator Kerr. They did not buy any? 

Secretary Humpurey. No. You cannot put these tremendous 
amounts of money out without knowing the kind of market you are 
going to be in and what the demands are. 

Senator Kerr. That is the point of the argument. 

Secretary Humpurey. These are big transactions. 

Senator Kurr. They are, and they are going to get bigger. 

Secretary Humpnorey. Well, I do not know. 

Senator Kerr. I saw in the paper the other day, and I would like 
to have you tell me, it said the Treasury had reappraised the situation. 
It had intended to offer about 4 to 6 billion in the last of June and 
during July—— 

Secretary Humpurey. No. 

Senator Kzurr (continuing). But they were going to just offer about 
half that. 

Secretary Humpurey. No. We never 

Senator Kmrr. The New York Herald Tribune was in error? 

Secretary Humpurey. They were. 

Senator Kerr. You saw the story? 

Secretary Humpurey. No; I did not see it. 

Senator Kmrr. Did you see it, Mr. Mayo? 

Mr. Mayo. I did not see the story. 

Secretary Humpnrey. I did not see it. 1 am just taking what you 
say. You know, the newspapers often know more about our business 
than we do. 

Senator Kerr. Well, I want to say this: I read more about it in 
them than I can get from you, and it seems to be more available. 

Secretary Humpnurey. I think that is right. 

Senator Kerr. But my experience has proved to me that they make 
errors. 

How much are we going to have to refinance in the next 12 weeks? 

one Humpurey. Well, it is just the August issue, the $16 
billion. 

Senator Kerr. What is that $16 billion? 

Secretary Humpurey. It is two issues. It is a 2% percent note—— 

Senator Kerr. I mean, what was the term there? What was the 
term of those issues being refunded? 

Secretary Humpurey. The first one, issued in July 1956, $12 billion, 
and $56 million was a 2% percent l-year note. That is to be refinanced 
now. 

Senator Kerr. What interest did it draw? 

Secretary HumpHrey. 2%. 

Senator Kerr. What is the other to be refunded? 

Secretary Humpnrey. The other is a 2 percent note—— 

Senator Kerr. How much? 

Secretary Humpurey (continuing). Issued in February 1955. It is 
$3.792 billion; call it $3.8 billion. 

Senator Kerr. $3.8 billion. 

Secretary Humpnurey. Issued in February of 1955. 

Senator Kerr. That, then, is about a 2-year and 4-month issue. 
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Secretary Humpurey. Something like that; 2 years and 6 months. 

Senator Kerr. What rate of interest did it draw? 

Secretary Humpurey. Two percent. 

Senator Kerr. What are you going to offer to replace it? 

Secretary Humpnrey. I do not know. We are selling $3 billion 
tomorrow for cash, and 

Senator Kerr. What are you selling tomorrow? 

Secretary Humpurey. We are selling tax anticipation Treasury bills 
running 264 days. 

Senator Kerr. Have you ever sold any of them before? 

Secretary Humpnurey. Oh, yes. 

Senator Kerr. Of that duration? 

Secretary Humpurey. Yes, sir. Well, I do not remember the exact 
number of days. 

Senator Kerr. Is it not a fact that that is the longest term tax 
anticipation bill that has ever been offered by the Treasury in its 
history? 

Secretary Humpnrey. Well, it might be by a short time. We try 
to fit them into tax dates, you see. 

Senator Kmrr. What rate of interest are they going to draw? 

Secretary Humpurey. I do not know. We are going to let the 
market settle that. It is to be an auction. 

Senator Kerr. You are out there just bare, bold, and alone, and 
just going to pay them what they make you? 

Secretary Humpurey. That is right. 

Now, yesterday we sold $1.6 billion regular weekly bills, and the 
rate was down a little. The rate yesterday was 3.231. 

Senator Kerr. 3.231. 

Secretary Humpurey. And it was down from the week before 

Senator Kerr. 3.40° 

Secretary Humpurey. Yes, 3.40. 

Senator Kerr. The $16 billion that are coming due in August, how 
much was the annual interest cost on them? Can Mr. Mayo figure 
that for me? 

Secretary Humpnrey. We can figure that out. 

Mr. Mayo. 2% percent on $12 billion is $330 million and 2 percent 
on $3.8 billion is $76 million. 

Senator Kerr. What do you think, Mr. Secretary, you will have to 
pay on when you do that? 

Secretary Humpurey. Well, if we sold these at the same rate as we 
did yesterday, on that assumption it would be an increase of less 
than 1 percent, I think, on the average. 

You see, you have got to figure a weighted average. 

Senator Kerr. Let’s see, you sold them yesterday at 3.23, and last 
Monday 3.40. Are you going to sell l-year notes on this; is that 
what you are going to sell? 

Secretary Humpurey. That is right—tax anticipation bills. 

Senator Kerr. On the $16 billion? And if, let us say, that it is just 
between the two, Mr. Mayo, 3.30, what will the interest be? 

Secretary Humpurey. Wait a minute. You are talking now about 
something different. I thought you were talking about what we were 
selling tomorrow. 

Senator Kurr. I am talking about this $16 billion. 
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Secretary Humpurey. I do not know what we are going to do with 
that. That is still in the offing. 

Senator Kerr. What is that? 

Secretary Humporey. You can make any estimate you want to 
on that. 

Senator Kerr. I want to make the one that you think is the most 
nearly accurate. 

Secretary Humpurey. I am not prepared to make any estimate on 
what we are going to do when we come to that. We are not ready to 
make a decision with respect to that, and I am certainly not going to 
guess ahead of the market, and you ‘do not want me to guess ahead 
of the market. 

Senator Kurr. I do not want you to guess. 

Secretary Humporey. You do not want me to. 

Senator Kerr. But I thought after 4% years here, that you would— 
when is that due; when are you going to have to do that? 

Secretary Houmpurey. It will be between now and the Ist of August. 

Senator Kerr. It is going to be within the next 30 days? 

Secretary Humpurey. Yes. 

Senator Kerr. I want to tell you right now, I am always in the 
posture of owing a little money, but I and the bankers go ahead to 
figuring out between now and maturity what they are going to do to 
me, and they do you, too. 

Secretary ‘Humpurey. Yes. 

Senator Kurr. I bet you know right now just within three-tenths 
of a percent what you are going to have to pay. 

Secretary Humpurey. If I do know, Senator, I am not going to 
advertise it before I sell some securities, and you do not want me to. 

Senator Krrr. Is the Federal Reserve going to assist in that? 

Secretary Humpurey. Well, I hope they will be considerate. 

Senator Kerr. Let us assume you have to pay 3.30, Mr. Mayo, 
how much will the increased interest on that $16 billion be? 

Mr. Mayo. 3.30 times the $15.8 billion coming due gives $521 
million. 

Senator Kerr. That will be, then, a little over 25 percent higher 
or an annual increase in cost on that one item alone of $125 million a 
year; is that correct? 

Mr. Mayo. $115 million. 

Senator Kerr. $115 million a year. 

Mr. Mayo. Yes, on that assumption. 

Secretary Humpnrey. You had one other-—— 

Senator Kerr. I had a request for a tabulation of the reduced 
market value of Government bonds outstanding as between June 30, 
1952, and the latest figures available. 

Secretary Humpnrey. Here is the statement. 

The CHarrMAN. Without objection it will be made a part of the 
record where it was requested. (See p. 140.) 

Senator Kerr. Is that $1.487 billion? 

Secretary Humpurey. That is right. 

Senator Kerr. To what amount of outstanding does that apply, 
Mr. Mayo? 

Secretary Humpnrey. $267 billion. 

Senator Kerr. Well, there has not been any depreciation in E 
bonds, has there? 
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Secretary Humpnrey. No. The marketable bonds are $148 billion. 

Mr. Mayo. That was as of December 1952. 

Senator Kerr. I asked for the figure as of June 30. 

Mr. Mayo. You have it both ways. 

Senator Kerr. Where is that? 

Mr. Mayo. The other, just to the right. 

Secretary HumpPHREY. The final column over there, June 21, 1957. 

Mr. Mayo. $7.199 billion. 

Secretary Humpnrey. Look to the next to the last column on the 
right. 

Sedative Kerr. You mean the market value is down $7 billion? 

Secretary Humpurey. That is right, $7.2 billion. 

Senator Kerr. And that applies to what part of this debt, Mr. 
Mayo? 

Secretary Humpurey. $160 billion. 

Senator Knrr. What? 

Secretary HumpuHrey. $160.331 billion. 

Senator Kerr. In other words, since June 30, 1952, or in a period 
of 5 years, the holders of the long-term Government bonds have 
sustained a loss in the market value of their holdings of $7.2 billion? 

Secretary Humpurey. Well, no, that is not quite right. There is 
a billion and a half of that which was in the preceding period. 

Mr. Mayo. A billion and a half was before December 1952. 

Senator Kerr. How is that? 

Mr. Mayo. A billion and a half of that loss was prior to December 
31, 1952. 

Senator Kerr. I am talking about June 30, 1952. 

Secretary Humpnrey. Of the total loss in market value as of 
today, or as of June 21, that total was $7.2 billion. 

Senator Kerr. Yes. 

Secretary Humpurey. Now, of that, $1.5 billion—I am using round 
figures 

Senator Kerr. Occurred between June 30, 1952, and December 31, 
1952? 

Secretary Humpurey. Occurred prior to December 1952. 

Senator Kerr. No, during the last half of 1952. 

Secretary Humpurey. No. Since the Federal Reserve-Treasury 
accord, between the accord and December of 1952. That was in 
1951. From the middle of 1951 to December 31, 1952. It occurred 
prior to January 1, 1953. 

Senator Kerr. Where is the figure that shows the decrease since 
June 30, 1952? 

Secretary Humpurey. Well, all you have got to do, is it not, is just 
deduct a billion and a half— 

Senator Kerr. Not if the billion and a half occurred prior to June 
30, 1952. 

Secretary Humpurey. Well, this is a December 31 figure instead 
of a June figure, that is the difference here. It is not split in the 
middle of the year. 

Senator Kerr. The reason I put it on that basis, Mr. Secretary, 
is that the fight was on in the last half of 1952, and after the result of 
the election, the advocates of the policy of supporting the bonds and 
cooperation in connection with the Government issues really put into 
effect the policies which have been followed since that time. 
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Secretary Humpnurey. I did not think the elections had anything 
to do with this at all. ’ 

Senator Kerr. Didn’t you really? [Laughter.] 

I am glad you smiled when you said that. {Laughter.] 

Secretary Humpnrey. We will split that year for you, but we 
weren’t even in W. ashington during that 6 months. 

Senator Kerr. All right. 

Secretary Humpurey. I do not know just how we can do it, but 
we will find a way to split it. 

(The information requested is as follows: 

The market value of Treasury marketable bbisaiiiaed. on June 30, 1952, was 
$139.985 billion, or $0.330 billion below their par value of $140.315 billion. 

Senator Kerr. I take it it would be quite simple. 

Secretary Humpurey. According to my list, Senator, you have 
just one more paper here, | believe. 

Senator Kerr. All right; what is that? 

Secretary Humpnrry. That is the paper on the Federal cash pay- 
ments to the public, which you gave us in the list of things you wanted, 

Senator Kerr. No; receipts and expenditures. 

Secretary Humeurey. That is right. 

Senator Kerr. Yes. 

Secretary Humpurey. It was cash payments. 

Senator Kerr. You made the statement that you had redueed 
Federal expenditures. 

Secretary Humpurey. That is right. 

Senator Kerr. And I have been trying to find out how much. 

Secretary Humpurey. That is right. And I have got it for you 
right here. I checked the items so that you can try to help find 
them here. 

The CuatrRMaAn. Without objection it will be inserted in the reeord 
at the place it was requested. 

(See p. 126.) 

Secretary Humpurey. This total shows the toial cash receipts and 
expenditures according to a list of items which you gave ime which 
includes not only the expenditures of current operation but it also 
includes expenditures by some of the trust funds from their income or 
assets, as they have to pay money out. 

Senator KErr. No; I did not ask you for that. 

Secretary Humpurey. Well, that is the total cash out. 

Senator Kerr. What I asked you for was total cash and receipts 
by the Treasury. 

Secretary Humpurey. Well, the Treasury has to write the ehecks 
for them all, so we have put them all in. 

Senator Kerr. All right. Now, major national security in 1953, 
$50,507 million? 

Secretary Humpurey. That is right. 

Senator Kerp.. In 1958 it is estimated at $43,570 million? 

Secretary Humpurey. That is right. 

Senator Kerr. International affairs was $2,177 million? 

Secretary Humpurey. 1958, $2.9 billion. 

Senator Kerr. $2,923 million? 

Secretary Humpurey. That is right. 

Senator Kerr. Veterans’ services and benefits, $4,883 million, 
and $5,648 million? 
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Secretary Humpurey. Thatisright. That is one of the funds that 
includes some expenditures from the trust fund. 
Senator Kerr. The veterans’ benefits? 
Secretary Humpurey. That is right. 
Senator Kerr. You mean that this is not a statement of what the 
Treasury itself received and disbursed? 
Secretary Humpurey. No. Some of this was taken out of trust 
funds. Some of these disbursements were taken out of trust funds, 
Senator Kerr. Well, how much in 1953? 
Secretary Humpurey. Well, we have not got that. We will get 
that exact figure for you. 
Senator Kerr. [ would like to get it for 1953 and 1957. 
Mr. Mayo. $600 million in 1957 and 1958. 
Secretary HumpHrey. We will have to get it exact. 
Senator Kerr. How much? 
Mr. Mayo. $626 million in 1958. 
Senator Kerr. How much? 
Mr. Mayo. $626 million. 
Senator Kerr. How much in 1953? 
Mr. Mayo. I will have to look that up, sir. 
Senator Kerr. Has he got it there? 
Secretary Humpurey. No. 
(The information requested in as follows:) 
In the fiscal year 1953 disbursements from the veterans’ life insurance trust 
funds were $660 million. 
Senator Kerr. The agriculture and agricultural resources are 
$2,953 million and $4,890 million? 
Secretary Humpurey. That is right. 
Senator Kerr. Interest, $4,715 million and $5,498 million? 
Secretary Humpurey. That is right. 
oo Kerr. I thought you told us the other day it was $7.3 
illion. 
Secretary HumpHrey. You see, Senator, vou talk about cash. You 
wanted cash disbursements. 
Senator Kerr. That is right. But now we have it and I want to 
see about this interest. 
Secretary Humpurey. The difference is mostly interest aceruals to 
trust funds. 
Senator Kerr. All right. 
Secretary Humpurey. The difference is accruals to trust funds. 
Senator Kerr. Contemplating the accruals as having been added, 
what was the figure for 1953? 
Mr. Mayo. It is the budget expenditure. 
Senator Kerr. You have it? 
Mr. Mayo. The computed interest was $6.2 billion as of December 
1952 and it went to $7.3 billion 4 years later. 
Senator Kerr. And over here instead of $5,498 million, it would 
be—— 
Secretary Humpurey. $7.3 billion, the budget expenditure figure. 
I think it is about $1 billion up. $7.2 billion is about the round 
figure, is it not? I think it is $6.5 billion and $7.3 billion. 
Senator Kerr. It is $7.3 billion. 
Mr. Mayo. It is actually $6.504 billion to $7.3 billion. 
Secretary Humpurey. $6.5 billion to $7.3 billion are the real figures. 
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Senator Kurr. Here, interest on the public debt——. 

Secretary Humpurey. Wait a minute. 

Senator Kurr. The estimate you gave was $7.3 billion. 

Secretary Humpurey. That is the estimate for 1958. 

Senator Kerr. We are talking about 1953 and 1958. 

Secretary Humpnrey. That is $7.3 billion; $6.5 billion and $7.3 
billion. 

Senator Kmrr. You said $6.2 billion. 

Secretary HumpHrey. Well, $6.504 billion for actual expenditures, 
That is for 1953. 

Senator Kerr. $6.503 billion and $7.3 billion? 

Secretary HumpHrey. That is about right. 

Senator Kerr. Then the public assistance is $1.439 billion and 
$1.684 billion? 

Secretary Humpurey. Waitaminute. You skipped the trust fund. 

Senator Kerr. Yes. The trust funds were $4.580 billion and 
$10.550 billion? 

Secretary Humpnrey. That is right. 

Senator Kerr. Is there any other item in there that should be 
different from the budget expenditures? 

Secretary Humpnrey. Well, highways, of course, is not in the 
budget. 

Senator Kerr. Well, are highways in this figure? 

Secretary Humpurey. Yes, sir, highways are in here. If you will 
look down—— 

Senator Kerr. Well, but highways are an item with reference to 
which you have income and outgo. 

Secretary Humpnurey. Well, that is correct. You asked for them 
and we put them in. 

Senator Kerr. If you will indulge me the courtesy of figuring these 
on the basis—— 

Secretary HumpnHrey. Sure. 

Senator Kerr. Of what the actual receipts and expenditures are. 

Secretary Humpurey. I am trying to get exactly the way you 
want it. 

Senator Kerr. Now, then, the only difference that should exist 
here for bookkeeping purposes in differentiating 1953 from 1958 
would have to do with veterans’ services and benefits, social insurance 
trust funds, and the interest on the public debt? 

Secretary Humpnurey. Well, I think that is the big thing. There 
is a little in the housing, but those are the principal items. 

Senator Kerr. Now, this shows for 1953, $76.773 billion? 

Secretary Humpnurey. That is right. 

Senator Kerr. And for 1958, $82 billion—— 

Secretary HumpuHRey. $83 billion. 

Senator Kerr. $83 billion. 

Secretary HumpHrRey. $76.8 billion and $83 billion. 

Senator Kerr. And on the veterans’ benefits now, there is not going 
to be a substantial difference in the 

Secretary Humpurey. That might be, I would think 

Senator Kerr. It would be substantially the same? 

Secretary Humpurey. There will be some difference, but not a big 
item. 
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Senator Kerr. So that actually we should reduce 1958 by $6 
billion? 

Secretary Humpurey. That is right. 

Senator Kerr. For the 

Secretary Humpnrey. It is just about a standoff if you eliminate 
the interest which is a credit. 

Senator Kerr. If you take off the difference in the so-called insur- 
ance trust funds and add the difference in the interest 

Secretary HumpHrey. Well, the interest, you see, is just a credit; it 
is a book item. You are talking about cash items. 

Senator Kerr. I understand. But if you are talking about cash 
items, Mr. Secretary, on the basis of your statement here—— 

Secretary Humpurey. Your difference—— 

Senator Kerr. On the basis of your statement here, there is $6.2 
billion more in 1958. 

Secretary Humpurey. The cash items, you see, that you asked for 
here are $6.2 billion 
Senator Kerr. That is the total cash income and outgo, is it not? 

Secretary Humpnurey. Right on this statement just as it is written. 

Senator Kerr. Right here. 

Secretary Humpurey. Not as it is changed, just as it is written. 

Senator Kerr. On that basis, you are going to spend $6.2 billion 
more in 1958 than you spent in 1953? 

Secretary Humpurey. Except that there is $6 billion of that and 
a little better than $6 billion that comes out of trust funds and not 
out of income. 

Senator Kerr. If we take that off, we are going to spend $267 
million more plus the additonal amount that you owe for the interest. 

eet Humpurey. Well, that is not a cash item. It is just 
about 

Senator Kmrr. That is like those boys that were burying their 
father the other day I told you about. 

Secretary Humpurey. That is right. 

Senator Kerr. The only reason it is not cash is that you put your 
IO U in for that year? 

Secretary Humpnrey. That is correct. That is right. It is just 
about a standoff between the two. 

Senator Kerr. It is about a billion more, Mr. Secretary. 

Secretary Humpnrey. What is that? 

Senator Kerr. It is just about a billion more. 

Secretary Humpnrey. Not on cash transactions, which is what you 
asked for. 

Senator Kerr. Well, it is $6 billion more on cash transactions. 

Secretary Humpurey. Of which $6 billion comes out of trust 
accounts. 

Senator Krrr. That is right. 

Secretary Humpnrey. Trust account. 

Senator Kerr. But added to it must be the difference in the inter- 
est you owe? 

Secretary Humpurey. What we owe and what we pay are two 
different things. If what you are going to do is put it on an accrual 
on what we owe, then you have got an entirely different statement; 
then a number of these other things would be changed. 
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Senator Kerr. You are departing from the actual cash receipts 
and disbursements because of the difference in the social insurance 
funds; and I am not objecting to it because I think it is a valid adjust- 
ment. 

Secretary Humpnrey. That is right. I think so in both cases. 

Senator Kmrr. And I am sure you acknowledge that the extra sum 
we owe for interest is also a valid adjustment. 

Secretary Humpurey. It is not a cash item. 

Senator Kerr. But it is a valid adjustment. We are adjusting off 
$6 billion which is an actual cash item, are we not? 

Secretary Humpurey. Well, I think, Senator, that you have either 
got to go on your budget basis or you have got to go on a cash basis. 
We will go either way, but you can not do part one and part the other 
and know where you come out. 

Senator Kerr. If you go on a cash basis, Mr. Secretary, your dis- 
bursements are going to be $6 billion more in 1958 than they were in 
the Korean war, 1953? 

Secretary Humpurey. That is correct. 

Senator Kerr. You said the other—— 

Secretary Humpurey. Of that $6 billion—— 

Senator Kurr. Then the statement you made the other day that 
you had decreased Federal expenditures on the basis of 1953 and 1958 
is not accurate. 

Secretary Humpurey. I beg to differ with you. I think it is accu- 
rate because I do not think this is the way to figure it because I do not 
think these figures——— 

Senator Kerr. These are the cash receipts and outgo? 

Secretary Humpurey. No, you are talking about income and outgo. 
When you spend part of your outgo—— 

Senator Kerr. I[ offered to do that; then you backed away from me 
on the interest. 

Secretary Humpurey. When you spend part of our outlay in trust 
accounts, I do not think 

Senator Kerr. It is a cash receipt, is it not? 

Secretary Humpurey. No, it is not a cash receipt. 

Senator Kerr. You mean you do not get that $10.550 billion 
from the American people? 

Secretary Humpnurey. We got it years ago, and it is now being paid 
out. That is no part of this year’s transaction on the income side. 
That is previously 

Senator Kerr. You and I had better talk to our staff. 

Secretary Humpurey. That is money that came in before and it is 
now being paid out. 

Senator Kerr. You mean these trust funds? 

; mearetany Humpurey. That is right. That is a checkout of trust 
unds. 

Senator Kerr. Well, is not that a checkout of the Treasury to the 
trust funds? 

Secretary Humpurey. These are payments to people, not to a 
fund; and they are charged to the fund. They are not charged to 
income. 

Senator Kerr. Then they are paid out of the fund, are they not? 

Secretary Humpurey. Thatisright. They are paid out of the fund. 
That is what I am saying. 
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Senator Kerr. Well, this is Federal cash payments by the Treasury. 
I thought I asked for before 

Secretary Humpurey. That is correct. We write the check, but 
part of it is charged to the fund and part of it is charged to our income. 

Senator Kerr. Allright. Then giving effect to that 

Secretary Humpnrey. If you take that out, you take out 

Senator Kerr. If you take out $6 billion there, you are still going 
to spend $267 million, on the basis of this statement, more in 1958 
than was spent in the Korean war year of 1953. 

Secretary HumpHrey. You spent $200 million more, less what you 
take out of the veterans’ accounts. 

Senator Kerr. Plus your accrual that you owe on interest. 

Secretary Humpurey. Well, I do not know how 

Senator Kerr. The difference between $6.5 billion and $7.3 billion, 
which is $800 million. 

Secretary Humpnurey. That is an accrual account, and it is not a 
cash account. I do not know how you can mix them up and come 
out with a story. 

Senator Kerr. The only way you do it is that you are the debtor 
and the trustee for the creditor; that is the way you do it. You are 
the trustee for the trust accounts? 

Secretary Humpurey. That is right. 

Senator Kerr. And instead of paying them as Secretary of the 
Treasury, the interest you owe them, you give them an OU. 

Secretary Humpurey. Well 

Senator Kerr. fs that not right? 

Secretary Humpurey. That is right. I think what you have to do, 
Senator, I think you either have to go on a budget basis or have to go 
to a cash basis. If you go on a cash basis, what this statement shows 
is this: This statement shows that there is a difference, an increase of 
$200 million in the expenditures in 1958 over the expenditures of 1953, 
tne cash expenditures of 1953 less the fund items, that are included in 
the other items. 

Senator Kerr. That was your administration in power during all 
of the year 1953, was it not? 

Secretary Humpurey. That is right—calendar 1953. 

Senator Kmrr. What is the last full Truman year? 

Secretary Humpnrey. 1952. 

Senator Kerr. 1952? 

Secretary Humpnurey. Yes. 

Senator Kerr. How much more will your 1958 be than the last full 
Truman year? 

Secretary Humenrey. Well, let me see here. About $8.3 billion. 

Senator Kmrr. About $8.3 billion, plus the differential in the in- 
terest? 

Secretary Humpurey. Well, I cannot go for your differential in 
interest. 

Senator Kerr. Just indulge me, in view of the fact that you put 
your I O U in there it does mean by putting that in there, that would 
be $8.3 billion plus about a billion more interest or about $9.3 billion, 
is it not? 

Secretary Humpurey. That is about the figure, less, there are a 
few other items here, varied items. 

Senator Kerr. So your statement 
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Secretary Humpurey. I would say around $8 billion just as a 
round figure. : 

Senator Karr. So your statement, Mr. Secretary, that this admin- 
istration has reduced expenditures is one that has to be explained and 
understood and applied rather technically in order for it to stand on 
its own. 

Secretary Humpurey. No; I think not. I think that the budget 
figures just speak for themselves. 

Senator Kerr. If the budget figures speak for themselves, you 
spend 

Secretary HumpHrey. What you are trying to do is to confuse the 
issue by taking out a lot and——— 

Senator Kerr. If the budget figures speak for you, you spent 
$9 billion more in 1958 than in 1952. You spent a billion more in 
1958 than was spent in 1953 during half of which time you were in 
charge and determining what was spent. 

Secretary HumpHrey. Of course, vou are starting with a fiction 
right off the bat. 

Senator Kerr. What is it? 

Secretary Humpnrey. Because 1958 is an estimate. 1957, if you 
really want to get at the figures, what you ought to take, I believe, are 
the budget figures between 1953 and 1957. 

Senator Kerr. Then take the budget figures between 1952 and 
1957. 

Secretary Humpurey. Well, take the budget figures between 1952 
and 1957. 

Senator Kerr. All right. How much more did you spend? 

Secretary HumpHrey. Let me see how much that was. You ought 
to take 1952, which was the last Truman year, and you ought to take 
ours. 

There you are, splitting this into half years. 

Senator Kerr. Splitting what into half years? 

Secretary Humpurey. Well, this budget year. 

Senator Kerr. No. Let us take 1952 and 1957. You have got 
it there. You did not want to take 1953 and 1958. 

Secretary Humpurey. 1953 was half gone, you see, when we came, 
the 1953 budget. 

Senator Kerr. That is true. But you could have reduced the 
expenditures in 1953, had you wanted to. 

Secretary Humpurey. Well, no 

Senator Kerr. The Secretary of Defense the other day told the 
Defense Department to reduce expenditures by $4 billion between 
then and the last of the fiscal year, did he not? [Laughter.] 

Secretary Humpnrey. I would like to see that figure. 

Senator Kerr. Give us the difference between 1952 and 1957. 

Secretary Humpurey. If you split the middle of the year 

Senator Kerr. No. Let us take 1952 and 1957. 

Secretary Humpnurey. If you split the middle of the year. 

Senator Kerr. You have not got the amount there that was spent 
before December 31 and what was spent afterward. Take 1952 
and 1957. 

Secretary Humpurey. All right. We will split it. 

Senator Kerr. No. Take 1952 and 1957. 

Secretary Humpurey. We will take the calendar year. We came 
in January. Let us be fair about this. We will take the calendar 
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year, the expenditures for the calendar year of 1952, which brings us 
up to the day we got here. I will give you the days in January. 

Senator Kurr. Twenty days. 

Secretary Humpurey. Twenty days, excuse me. I am not versed 
in that. I will give you the 20 days and we will not talk about that. 
We will just take the calendar year 1952, and the expenditures were 
$70.682 billion. The expenditures in 1956 calendar year were $67.216 
billion. So that is $3.466 billion less. 

Senator Kerr. That you spent in calendar 1956? 

Secretary Humpurey. You spent in the calendar year before we 
got here up to December 31, without counting the 20 days, you spent 
$70.682 billion. 

Senator Kerr. $70.682. 

Secretary Humpurey. Now, we spent in the calendar year, the last 
calendar year, $67.216 billion. 

Senator Kerr. Which does not include what you spent on roads. 

Secretary Humrnrey. That is right. 

Senator Kerr. How much was that? 

Secretary Humpurey. What were the roads? We will have to add 
that. I suppose they must have been $700 million or $800 million. 

Senator Kerr. I would suppose they would be a billion. 

Secretary Humpurey. I do not believe they would be quite that, 
but they might, somewhere in there, $700 million or $800 million. 

Senator Kerr. You are not going to like these figures before we get 
through with them. 

Secretary Humpurey. Iam not? [Laughter] 

If you split it in half, it is $575 million. 

Senator Kerr. That is 6 months’ expenditure? 

Secretary Humpurey. I am talking about the fiscal year, and you 
have got to split that to bring it back. It was $497 million. 

Senator Kerr. $500 million? 

Secretary HumpHrey. Yes; $500 million. 

Senator Kerr. How much more was the interest which is not 
reflected here? 

Secretary Humpurey. What do you mean? 

Senator Kerr. I mean how much more was the interest on the 
public debt that you put your I O U in? 

Secretary Humpnurey. The full amount of interest is figured in the 
budget. 

Senator Kerr. Oh, no; it is not. 

Secretary Humpurey. Oh, yes; it is. 

Senator Kerr. Is it? 

Secretary Humpurey. Yes. 

Senator Kurr. That is figured on the accrual basis? 

Secretary Humpnurey. Yes. There are no tricks in that. 

Senator Kerr. That gives you $67.716 billion, compared to $70.682 
billion? 

Secretary Humpnurey. That is right. 

Senator Kerr. That is practically $3 billion. 

Secretary Humpurey. $3 billion. 

Senator Kerr. What was the difference of those 2 years in defense 
expenditures? 

Secretary Humpurey. Well, you can get it pretty close here. De- 
fense expenditures, of course, are down. 
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Senator Kerr. Sure they are. That is the reason I said you are 
not going to like these figures when you get through with it. 

Secretary Humpurey. We are talking about spending money and 
how you spend it—— 

Senator Kerr. Well, in making a comparison, if you are talking 
about spending money, I am going to show in this record what part. 
of it was for national defense. 

Secretary Humpurey. All right. 

Senator Kerr. The average of 1952 and 1953 was $47 billion, and 
the average of 1956 and 1957 is $41 billion. So that would leave a 
differential of $6 billion more that the defense program cost in cal- 
endar 1952 than it did in calendar 1957. 

Secretary Humpnurey. You are just charging us with doing a better 
job in defense than we are doing. It is very complimentary. 

Senator Kerr. No, I am not, because whether you remember it or 
not, we were in the Korean war in 1952. 

Secretary Humpurey. Policing action, as I recall it. 

Senator Kerr. Well, there was quite an argument, and, as [ 
remember, you were on the other side of that argument in November 
of 1952. Were you one of the voices in the country saying it was a 
police action? 

Secretary Humpurey. No; I was not. 

Senator Kerr. You were not? 

Secretary Humpnrey. No. 

Senator Kerr. And in November of 1956, as I remember, in 
November of 1956, as I remember, you ran a campaign on the basis 
that the country was at peace. 

Secretary Humpnrey. That is right. 

Senator Kerr. All right. 

Secretary Humpurey. Now, Senator, let us be fair about this. 
What you started out to do was to prove my statement was wrong 
that I said we were spending less in our last year than you were 
spending in your last year. 

Senator Kerr. That is not what you said. You said, ‘We have 
reduced Federal expenditures.”’ 

Secretary Humpurey. That is what I said, we have reduced them, 
and, as compared with your last year and compared with our last year, 
we spent $3 billion less. And we all agree to that, so let us let it stay 
right there. 

Senator Kerr. But on the basis of nondefense expenditures, you 
spent $3 billion more. 

Secretary Humpurey. Ifs, ands, and buts, but the fact is we spent 
$3 billion less in our year than you did in yours. 

Senator Kerr. But on the basis of 1958, you are going to spend 
substantially more. 

Secretary Humpurey. | hope not, but we will see. 

Senator Kmrr. On the basis of your own estimate. 

Secretary Humpurey. Yes. 

Senator Kerr. So if we take into consideration the reality of the 
vear in which we now are Operating, you are going to have to-—— 

Secretary Humpurey. We are not there yet. 

Senator Kurr. You are going to have to put a footnote on that 
statement, “P.S. As of December 31, 1957”—— 

Secretary Humpurey. We are not there yet. 
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Senator Krrr. “This estimate will have to be smended.”’ 
The Cuarrman. The committee will recess until 2 o’clock._ 
(Whereupon, at 12:40 p. m., a luncheon recess was taken until 2 p.m.) 


AFTERNOON SESSION 


The CuarrMan. The committee will come to order. 

Senator Kerr? 

Senator Kerr. I am sure the committee would be interested, and 
I am confident that the people here would be interested, in knowing 
that the leading slugger of the National League is in the room; Stan 
Musial, of St. Louis. Mr. Secretary, if either one of us could bat as 
well as that old boy does, we could come out in good shape. 
Eennnny Humpurey. Let’s put him up here, and we will go back 
there. 

Senator Kerr. Let’s see; there was one other item you were going 
to bring back. 

Secretary Humpurey. That is right, and that item, the last one, is 
the estimated changes in the gross public and private debt since 
December 1956. 

Senator Kerr. Yes, sir. 

Secretary Humpurey. Have we a copy of this for the Senator? 

Senator Kerr. I do not have them. 

Secretary Humpnrey. It seems as though they are getting them 
typed, but I will read it to you, Senator, and then I will hand it to you. 

Senator Kerr. All right. 

The CHarrMANn. Without objection it will be inserted in the record 
at the place it was requested. (See p. 146.) 

Secretary Humpurey. The individual mortgage debt—now, this is 
from December, you asked for, from December of 1956 to May |! 
of 1957. 

Senator Kerr. Yes. On December 31, 1956, we had $793 billion. 

Secretary Humpurey. $783 billion. 

Senator Krrr. I believe he told me $793. 

Secretary Humpnrey. $783% billion. 

Senator Kerr. | see. 

Secretary Humpnrey. That is made up as follows: $131% billion 
mortgage debt, which increased $415 billion to May 1; $42 billion 
consumer, which went down $0.5 billion to May 1; $34 billion in 
“Other,” which is estimated to be the same. 

So, the total of individual has gone up fromm $207% billion to $211% 
billion, or up $4 billion. 

The corporate was $249% billion; it has gone to $255 billion; it is 
up $5% billion. 

State and local government were $50 billion; they have gone to 
$52 billion; they are up $2% billion. 

So that the total, other than Federal, is $507 billion; has gone to 
$519 billion; and is a plus $12 billion. 

Now, the Federal has gone from $276% billion to $275 billion, 
which is a minus $1} billion. 

So that the total has gone from $783% billion to $794 billion, and 
it is up a total of $10% billion. 

Senator Kerr. I want to thank you very much for providing this, 
which, as I understand it, is the best estimate that your staff could 
make. 
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Secretary Humpurey. That is right. 

Senator Kerr. And it is helpful. The other day, by process of 
applying the increased interest rate already in effect on that part of 
the public debt which has been refinanced, the public debt in its 
entirety, it was estimated that the increased cost of servicing the 
public debt, over and above what it was in 1952, would be about $4 
billion a year. 

Secretary Humpurey. If it was all refinanced at present rates. 

Senator Kmrr. Yes, sir. 

Secretary Humpurey. Yes, sir. 

Senator Kerr. Now, this indicates a total private debt of 519 less 
52%; does it not? 

Secretary Humpurey. That is right. 

Senator Kerr. $466% billion. 

Secretary Humpurey. That is right. 

Senator Kerr. The increased interest which individuals pay has 
actually gone up more than the interest which the Federal Govern- 
ment pays, has it not? 

Secretary Humpurey. Well, it might be. [ am not absolutely sure. 

Senator Kerr. I mean, when we find out what interest Uncle Sam 
is paying, everybody else, of course, pays more, and, as one goes up, 
the other one goes up a little bit more than that one does. 

Secretary Humpurey. I believe it may have. 

Senator Kerr. I believe our estimate was, on the part you had 
refinanced, the increase had gone up about 1.75 percent. 

Secretary Humpueey. If we took it all, yes. 

Senator Kerr. I mean on the part which has been. I believe what 
you paid last Monday was 3.40; and the average for 1952 was 1.76. 
Is that right on the nose? 

Secretary Humpurey. That must be close. 

Mr. Mayo. That is right on the nose for bills. 

Senator Kmrr. Then the increase is 1.64. 

Mr. Mayo. That is correct. 

Senator Kerr. How much would just that amount of increase, Mr. 
Mayo, be on the private debt, that 1s, if you did not go up any more 
than the interest rate on the public debt has? $7 billion, would it not? 

Secretary Humpurey. It is $7 billion plus. 

Mr. Mayo. That is right. 

Senator Kerr. A little over $7.5 billion, as I get it. 

Secretary Humpurey. I was taking it at 1% 

Senator Kerr. Now, you do not think that interest rates are going 
to be reduced much in the near future, do you? 

Secretary Humpnurey. I do not know just what you mean by 
the ‘‘near future,’’ Senator. 

Senator Kerr. Well, in the next few years. 

Secretary Humpnrey. Not in the next few weeks. I do think that 
there is a chance for interest rates to come down over a period of 
months. 

Senator Kerr. You know you talked about—— 

Secretary Humpurey. Over a period of years. 

Senator Kerr. You talked about unpaid obligations that the 
Government had, c. o. d. items that had not been collected for when 
you boys came in. 

Secretary Humpurey. Yes, sir; $80 billion. 
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Senator Kerr. If you add the $4 billion on the public debt and 
about $750 million on State and local, which would be 1% percent on 
$50 billion, and $7% billion on the private debt, you know, it looks to 
me that this policy may leave the American people as individuals and 
stockholders and taxpayers, with a continuing obligation of about 
$13 billion a year for the foreseeable future over and above what they 
were paying in 1952, in excess interest. 

Secretary Humpurey. Well, I suppose that would be possible, but 
I would not think that it would be likely. 

Senator Kerr. That is a pretty substantial continuing obligation, 
is it not, and that will have to be reflected in the price of everything 
the consumer buys, will it not, Mr. Secretary? 

Secretary Humpurey. Just a minute, Senator. I have got to get 
this straightened out. 

Mr. Mayo says the figure we used on interest rates is only the 
increase on Treasury bills. The total isn’t up that much. 

Senator Kerr. What I asked you was the difference in the going 
rate of interest as you are now refunding, and the comparable rate in 
1952 on the same class of debt. 

Mr. Mayo. Well, that is just Treasury bills, you see, and there 
has been more fluctuation in the rates on Treasury bills than there 
has in the total debt. 

Senator Kmrr. Well, sure. This $103 billion, that was out when 
you came in, the interest rate on that has not increased. 

Mr. Mayo. What I mean is the change from 4 years ago on Treas- 
ury bills to their present rates is higher than the change on other 
parts of the debt. It is a greater change. 

Senator Knrr. There is not much difference, Mr. Secretary, and 
I will tell you how I arrived at that. 

Now, your long-terms in 1952 were being financed, I believe, at 
2% percent, were they not? 

Secretary Humpnrey. That is about right, I think, 2.68. That is 
awfully close. You guessed 2%. It is 2.68. 

Senator Kure. Now, last Friday, long-terms were selling to yield 
3.90. 

Secretary Humpnurey. That would be 1% percent higher. 

Senator Kure. That would be 1.30. 

Secretary Humpurey. If you take 1% as the total on that basis, it 
would not be far out of the way. 

Let Mr. Mayo figure here a minute, and we will just see. IJ think 
it probably is not too far off. 

hat is just under 1 percent. 

Senator Kerr. I do not know what the 3s were selling for, but 
the ae terms were selling last Friday at 3.90. I put that in the 
record. 

Secretary Humpnrey. 3.67 was the figure. 

Senator Kurr. On one 

Secretary Humpurey. That was on 

_Mr. Mayo. The Friday opening was 3.67 on the 3¥%s; 3.64 on the 
3's. 

Senator Kurr. Go right on down. 

Mr. Mayo. Well, those are the two longest. 

Senator Kerr. Those are about $4.5 billion. 

Mr. Mayo. That is right. 
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Then the Victories, which are the December 67—72’s, 3.69; 3.75 
for the September 67—72’s; 3.71 for the June 67-—72’s; 3.80 for the 
March 66-71’s. 

Those are our longest term bonds. 

Secretary Humpurey. Those are the long-terms. 

Senator Kerr. Was that on the opening Friday? 

Mr. Mayo. This was the opening. 

Senator Kerr. I put into the record an article from the New York 
Herald Tribune, the headline of which was that—here is the Washing- 
ton Post on June 21. What day was that? 

Mr. Mayo. That was Friday. 

Senator Kerr. It says 24’s 62-59, selling to yield 3.90. 

Mr. Mayo. That is correct. 

Senator Kerr. The Treasury 2%’s due in 1969, callable in 1964, 
were selling at a yield of 3.91. 

Mr. Mayo. That is right. 

Secretary Humpurey. That is right. 

Senator Kerr. Well 

Mr. Mayo. The longer ones are the ones that we read off. The 
intermediate ones are the ones you just read. 

Secretary Humpurey. The longer ones yielded less. 

Senator Kerr. If you are going to average them out, 3.80 is about 
what the long-terms are selling to yield. 

Mr. Mayo. Yes. 

Senator Kerr. And in 1952, it was—sometime during the year 
they were selling at par, were they not? 

Secretary Humpnrey. You can say 1 percent to be sure. The 
difference is over 1 percent. 

Senator Kerr. $3.5 billion $4 billion a year, is what it is. 

Secretary Humpnrey. That is correct. 

Senator Kurr. And 1.64 percent on $466 billion of private debt is 
$7.5 billion; and 1% percent on $50 billion of State and local is $750 
million; and $7.5 billion and $750 million is $8.5 billion, plus about 
3% to 4, will get you up to $12 billion, is that right? 

Secretary Humpurey. That is right. 

Senator Kerr. And it seems to me that that is the heritage that the 
taxpayers and stockholders and borrowers are going to receive from 
this policy as of today. 

Secretary Humpurey. Of course, there are an awful lot of people 
receiving that, as well as payingit. You have always got to have that 
in mind, too. 

Senator Kerr. There are a lot more borrowers than lenders. 

Secretary Humpurey. I donot know. By the time you get through 
the people who participate in the loans, there is an awful lot of interest 
paid on Government bonds. There are 40 million individual holders, 
and by the time you get through counting the people who are partici- 
pating in pension funds and all sorts of funds of various kinds, you get 
up.into many, many millions of people who get the benefit out of 
interest. 

Senator Kerr. You know what that reminds me of, Mr. Secretary? 

Secretary Humpnrey. Not the boy who put in the I O U’s? 

Senator Kerr. What is that? 

Secretary Humpurey. Not the boy who put in the IO U’s? 
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Senator Kurr. No. This is really worth something. That reminds 
me of what Mr. Roosevelt used to say: “Well, what of this national 
debt? All of it is owed to some of us.” 

Secretary HumpHrey. Don’t let me remind you of Mr. Roosevelt. 
Let’s just stop right there. [Laughter]. 

Senator Kprr. As I understand your testimony, the Government 
securities market can only be stabilized if the Federal Reserve in- 
creases its portfolio of Governments, which thus increases the money 
supply and causes prices to rise; is that one of the bases you laid 
down here with reference to the Federal Reserve supporting the 
Government securities market? 

Secretary Humpnurey. Well, I do not know that I expressed it 
just that way. 

Senator Kerr. If I did not 

Secretary Humpurey. What does that say? 

Senator Kerr. As I understand your testimony, the Government 
securities market can only be stabilized if the F ederal Reserve supports 
the market. 

Secretary Humpurey. I think that is right, or if the demand for 
money falls off. 

Senator Kerr. And if the Federal Reserve supports the market, 
then you said that that will increase the money supply and cause 
prices to rise. 

Secretary Humpurey. Yes. 

Senator Kurr. Then I would like to have you explain—— 

Secretary Humpurey. Under existing conditions. 

Senator Kerr. Then explain to the committee why Governments 
sold at par or better from 1945 to 1949, although the Federal Reserve 
reduced its holding of Governments from $24.9 billion to $18.9 billion. 

Secretary Humpurey. Because you have entirely different condi- 
tions. I said this would obtain under existing conditions. The 
existing conditions are that there are a great many citizens in one 
form or another who are seeking money, who are borrowers and 
are in the borrowing market. 

You go back to days when the citizens are not seeking money, and 
the Government is the only borrower, and it takes the pressure off 
the market and the whole picture completely changes. 

It is just how many buyers there are for money, how many borrowers 
there are for money. If you have a lot of borrowers, why, you will 
push it up. If you have a few borrowers, it will automatically go 
down or stabilize. 

Senator Kerr. We had a greater percentage of increase in the money 
supply, we had a greater “annual increase, percentagewise, in the 
money supply,in 1949 through 1953, then we have had in the last 18 
months. 

Secretary HWumpHrey. You did not have the same demand for 
borrowing. 

Senator Kerr. Well, you know why the tightness of demand was 
not there: Because they increased the available supply. 
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Now, that is actually on the basis that you figure where you said 
that if you have 3 years, that makes 4. 

Secretary Humpurey. That is right. 

Senator Kerr. You remember? 

Secretary HumpHrey. Yes. 

Senator Knrr. There was not only a greater amount of actual 
increase than there had been from 1956 to the first quarter of 1957, 
but the percentage was much larger. 

Secretary Humpnurey. Well, I have to get the years here. 

Senator Kerr. Mr. Mayo will correct me if I am wrong. 

That is the total money supply, and surely not in the form of 
currency or gold. 

Secretary Humpnrey. But it is not the total borrowing, either. 
What I am talking about is the total borrowing. 

Let us look, let us go back and look—— 

Senator Kerr. According to your estimate here, the total bor- 
rowing, 5 months in 1957, has been $10.5 billion. 

Secretary Humpurey. No. Let’s look back here. 

Senator Kerr. Is that not right? 

Secretary Humpprey. No. Look at page 36, and I think that may 
give you the picture. 

In the 4 vears—— 

Senator Kurr. Wait a minute. 

Secretary Humpurey. You have got 3 sets of 4 years on page 36. 

Senator Krrr. What page are we going to? 

Secretary Humpurey. Page 36. 

You have got 3 sets of 4 vears. Now, your borrowings increased in 
the first 4 vears. 

Senator Kerr. You have got 3 sets of 4 years; that will be 12 vears. 

Secretary Humpurey. That is right. 

Senator Kerr. On page 36. 

Secretary Htumpurey. That is right. 

Senator Kern. The increase from 1944 to 1948 

Secretary Humpwrey. If you take 

Senator Kerr (continuing). Was how much? 

Secretary Humpurey. Take the item “Total (other than Federal), 
and it is the private borrowing in that case, plus the State and local, 
was $64 billion. 

The next 4 years, it was $127 billion. 

Senator Kerr. All right. Let’s take those 4 years. 

Secretary HumpnHrey. Yes. 

Senator Kerr. 1948-52. 

Secretary Humpnurey. 1948-52, it was $127 billion. 

Senator Kmrr. Let us see what the change was in the ownership 
of bonds by the Federal Reserve. 

What years are we going—— 

Secretary Humpurey. 1948-52. 

Senator Kerr. In 1949, it was $18.9 billion. In 1950, it was $20.8 
billion. 

- Secretary Humpurey. $24.7 billion. It went up a billion and a 
half dollars. 

Senator Kerr. All right. 

Now, during that time, private debt went up here, debts other than 
Federal, $127 billion. 
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Secretary Humpurey. It was $127 billion. 

Senator Kerr. It went up from—that says the increase. 

Secretary Humpnrey. That is right. 

Senator Kerr. So that is how much it went up. It did not go up 
to that in the holdings of the Federal Reserve. 

Secretary Humpurey. That is right. 

Senator Kerr. So it went up $127 billion, with only an increase 
of a billion dollars. 

Secretary Humpurey. A billion and a half. 

Senator Kerr. $23.3 billion to $24.7 billion, $1.4 billion. 

Now, to show you that they do not—that that is not the controlling 
factor, according to your own statement there, it went up $137 billion 
in the next 4 years, 1952-56. 

Secretary Humpnrey. That is right. 

Senator Krrr. During which time Federal Reserve holdings only 
went up $200 million. 

Secretary Humpurey. That is right. 

Senator Kmrr. So they do not have to greatly increase their 
portfolio in Governments. 

Secretary Humpurey. Again, I say it depends entirely on what 
the demands are for money, and how rapidly they come. 

Senator Kerr. But the record is that from 1945 to 1949, Govern- 
ment holdings by the Federal Reserve went down from $24.9 billion 
to $18.9 billion. 

Secretary Humporey. That is right. 

Senator Kerr. That is the record, is it not? 

Secretary Humpurey. That is the record 

Senator Kerr. In your testimony here, vou have developed a kind 
of puzzle in my mind, and I believe together maybe we can resolve it. 

In your testimony you said: 


As the cost of money rises * * * there is more incentive to save that money 
and to put it out at rent * * * 


You also said: 


Now, as you stimulate the savings, why, of course, that generates more money 
for use in the development of the country, in the building of equipment and 
machines, and increasing the productive power of the people. 

In other words, you were outlining the principle, and ae it or 
establishing it, that one of the principal objectives or benefits of 
permitting interest rates to rise was to stimulate savings in order to 
increase investment and capacities. 

Secretary Humpurey. That is right. 

Senator Kerr. Yet, you told the chairman: 

* * * there is a deterrent effect that rises from an increase in the cost of 
interest, in that people are deterred from taking on obligations that require that 
additional payment. They do not expand quite so rapidly or they do not expand 
inventories quite so rapidly, or they become more cautious. 

Secretary Humpurey. That is right. 

Senator Kerr. As I understand it, you are saying that increasing 
interest rates discourages investment so as to not create inflation. 

Secretary Humpurey. That is right. 

Now, as between the two—— 

Senator, Kurr. I want you to tell us how, on the one side—— 

Secretary Humpurey. It is perfectly simple. 
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Senator Kerr (continuing). Increasing interest rates encourages 
savings to make it possible for more expansion 

Secretary Humpnrey. That is right. 

Senator Kerr (continuing). And at the same time, when you 
increase them, you discourage investment and deter expansion. — 

Secretary Humpurey. And between encouraging the savings and 
discouraging expenditures, you finally bring them to a balance. You 
operate from both ends, and you come to a balance. That is exactly 
where you want to be, and produce some stability. ; 

Senator Kerr. That is all right, Mr. Secretary. It may be that 
that just makes it perfectly clear. 

Secretary Humpurey. Well, it makes it perfectly clear tome. The 
way you get a balance is to work from both ends, and finally you 
meet in the middle and balance it out. - 

Senator Kerr. In other words, encouraging them in one way and 
say you can expand 

Secretary Humpurey. Encouraging one group to save, and another 
group not to expand too fast, and then between them you bring the 
savers and optimists together, and between them you have got a 
balanced position. 

Senator Kerr. | want to tell you, sir, that I am glad you do under- 
stand it. [Laughter.| 

Secretary Humpurey. I do. 

Senator Kerr. And I will not worry about it, because there just is 
not any use of both of us worrying about it. 

Secretary Humpurey. That is right. 

Senator Kmrr. Now, is there special provision in the tax law treat- 
ing with gains and losses resulting from bank transactions in Govern- 
ment securities? 

For instance, if a bank sells a million dollars worth of long-term 
Government bonds for which it paid par, at say 85 cents on the dollar, 
is that a deductible loss against current income for tax purposes? 

Secretary Humpurey. | do not remember, Senator, whether it is a 
deductible loss against current income or capital gains, but it is one 
or the other. 

Senator Kerr. Can you find that? 

Secretary Humpurey. It is a deductible loss, but whether it is 
applicable to current income or capital gains, | am not sure. 

Senator Kerr. And there is nobody here to tell us? 

Secretary Humpurey. No, we do not have any tax people here. 

Senator Kerr. Put me on your staff, because | can tell you. 

Secretary Humpurey. Well, good. What is it? 

Senator Kerr. It is a deductible loss against current income. 

Secretary Humenrey. All right. 

Senator Krrr. I will tell you what I would like, if it is possible: 
I know many banks who in December of 1956 sold substantial quan- 
tities of governments, early in December, at about 89 or 90, which 
was the price at which they were then selling, taking a loss against 
their current taxable income for 1956. A week or so later, they went 
into the open market and replaced in their portfolios the bonds they 
had sold with others of a similar maturity date. By these trans- 
actions, if they sold a million dollars’ worth of bonds, they showed a 
loss of $100,000, saving themselves $52,000 in taxes for that year. 
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But when they made their financial statement for December 31 
they put the bonds for which they had paid about 89 or 90 in at par. 
That is permissible for a bank, is it not, to carry Government bonds 
at par! 

Secretary Humpurey. I think that is right, except that if they buy 
at 89 or 90 that is the way they go on the books. They don’t go on at 
par in that case. 

Senator Kerr. So that, if there were billions of dollars of such 
transactions, it meant that the Government lost hundreds of millions 
of dollars in taxes last year, by reason of the fact that the banks were 
permitted to take what amounted to a paper loss, taking advantage of 
the depressed condition of the bond market. 

Now, if I am correctly informed as to the law, if they keep those 
bonds until maturity, let us say, in 10 or 15 years, they pay a capital- 
gains tax of 25 percent on the difference between what they paid for 
them and the 100 cents on the dollar that they will receive from the 
Government at maturity. 

Assuming that what I have told vou about what they can do and 
did do is correct, do you not think that that is a penalty the Govern- 
ment bears by reason of the policy of management of the public debt 
now in effect? 

Secretary Humpurey. | think it is the penalty of the failure of 
proper tax law, if that is the way it works. I doubt whether they 
ought to get the deduction of losses against current income and then 
pay capital gains on profits. 

Senator Kerr. Has there been any recommendation of the Treasury 
that you know of? 

Secretary Humpurey. I do not know, but I will find out. 

Senator Kerr. You are going to issue next week, did you say about 
$3.6 billion of 283-day tax anticipation certificates? 

Secretary Humpurey. Tomorrow. 

Senator Kerr. Tomorrow. 

Secretary Humpurey. $3 billion. 

Senator Kerr. In the New York Times of May 17, 1957, there is 
a story about a Treasury offer of a billion-and-a-half-dollar issue. 
“119-day tax bills to be sold on bidding to meet drain on cash hold- 
ings.”’ 

Secretary Humpurey. When was this? 

Senator Kerr. This was announced May 16. 

Secretary Humpurey. Well, May 16. 

Senator Kerr. Of this year. 

Secretary Humpurey. Yes. 

Senator Kerr. (reading): 

Details of the new offering will be released Friday morning. Today’s announce- 
ment said banks could pay for the new bills by establishing a credit for the Govern- 
ment in the Treasury tax and loan accounts they hold. This makes it unnecessary 
for them to pay for the bills until the Treasury calls for the cash. Meanwhile, 
they will collect interest as an added incentive. 

Will that same privilege be available on this $3 billion issue? 

Secretary Humpnurey. Yes, sir. 

Senator Kerr. If I understand that correctly, Mr. Secretary, 
what that means is this: The Treasury’s tax and loan funds are kept on 
deposit by the Government in the banks and the Treasury then pays 
the banks interest on that money. 
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Secretary Humpurey. We pay interest on the bonds, and then 
draw out the money out ‘of their account as we need it. 

Senator Kerr. Do you write checks on private banks? 

Secretary Humpurey. No, it goes through the Federal Reserve 
account. 

Senator Kerr. You do not do that without giving the bank 
notice? 

Secretary Humpurey. No, we give the bank notice. I have for- 
gotten exactly how much. It varies among banks. 

Senator Kerr. Of notice? 

Secretary HumpHrey. Yes, on withdrawals. 

Senator Kerr. What it amounts to 

Secretary Humpurey. What it amounts to is we get all the money in 
1 day and we spend it over a period of time, whatever it may be. 

Senator Kerr. Mr. Secretary, have you got somebody here who 
can tell us how much notice you give that bank before you draw on it? 

Secretary Humpurey. It’s payable on demand. You will have to 
ask Mr. Burgess that. He can tell it to you exactly. 

Senator Kmrr. Will you let me put my own estimate in the record? 

Secretary Humpurey. Yes. 

Senator Kmrr. Not less than 7 days. 

Secretary Humpnrey. I cannot tell you exactly what that average 
notice is, but it is a comparatively few days. 

Senator Kerr. But during those days, whatever it is 

Secretary Humpurey. During those days they have both the money 
and the bond. 

Senator Kerr. During those days the Government pays interest 
to the bank on the deposit which the Government has made in the 
bank? 

Secretary Humpurey. It pays interest on the bond. 

Senator Kerr. Well, but they buy the bond by giving you deposit 
slips? 

Secretary Humpurey. That is right. 

Senator Kerr. They do not part with any money? 

Secretary Humpurey. That is right. 

Senator Kerr. Now, on the issue you put out in—what was the 
big tax anticipation issue you put out in the fall of 1953? 

Secretary Humpurey. | would have to look it up. I cannot 
remember. Just before we leave this last question, that is taken into 
account, you know, in determining the rate which people bid for the 
bond, for the tax and loan deposit, so we get a little better rate because 
of that fact. 

Senator Kerr. Whate ver the rate is, that bank gets interest on 
your deposit for the time they have it? 

Secretary Humpurey. For the period the bond is there, but we pay 
a lesser rate over the whole period than we would pay if that privilege 
were not granted. 

We think th “ it is a proper way to sell the security. 

Senator Kerx. Do you know of any other depositor in the United 
States that peas a bank interest on the money that he has deposited 
in the bank? 

Secretary Humpnruy. Everybody who sells a bond issue gets paid 
for their bonds on a certain day and they put the money in the bank 
and they do not draw it all out the same day. 
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nen Senator Kerr. No 
Secretary Humpurey. And they are paying interest. Wait a 
minute. They pay interest on the bond just the way the Government 





rve does, and they have their own money laying in the bank. 

Now, anybody who sells a bond issue, you yourself will have a lot 
ank of money in a bank tomorrow or the next day. 

Senator Kerr. But just for a day or two. 
for- Secretary Humpurey. Not for a day or two. 


Senator Kerr. Not for 2 weeks? 

Secretary Humpnurey. It will be there for whatever it is, just for a 
day or two, and you will be paying interest on the bonds just the way 
the Government does. 


yin Senator Kerr. Do you know why I have got to keep 20 percent of 
what I borrow at a bank? 

who Secretary Humpnrey. No, I do not; but it is a common practice. 

1 it? Senator Kerr. Because of your fiscal policies. [Laughter.] 

e to Secretary Humpnurey. I get blamed for an awful lot, but I did not 
know I was to blame for that. 

ord? Senator Kerr. Whatever rate of interest I pay that bank, I have 


got to pay them 25 percent penalty because they only let me check 
on 80 percent of it, but I have to pay them interest on 100 percent of 
rage it, and I want to tell you that they can thank you and Mr. Burgess 
and the Federal Reserve Board for that subsidy that they get from 
every borrower in this Nation, including the Government. 
ney Secretary Humpurey. No. The Government has no 80 percent 
limitation or no time limit. We can draw it and we do draw it exactly 
rest as we need it. 
the Senator Kerr. But there is a difference between you and me. I 
can check her out when I get it, and you have got to give that bank 
7 days notice before you even c heck on them. Did you know that? 
posit Secretary Hu MPHREY. Yes, I know that, except that I don’t agree 
the average notice is 7 days. 
Senator Kurr. All right. 
Now, this issue you put out in 1953 of tax anticipation certificates. 
Secretary Humpnurey. Yes. 
; the Senator Kerr. When was that and how much was it? 
Secretary Humpurey. It was on the 15th of July, and it was 
nnot $5,902 million. 





into Senator Kerr. Was that handled the same way? 

r the Secretary Humpurey. Well, I would not be surprised. 

‘atise Senator Kurr. My recollection is that it was. 
Secretary Humpurey. It probably was, but I am not sure. 

st on Senator Kerr. Did that issue have a coupon on it, Mr. Secretary? 
Secretary Humpurey. Yes. 

> pay Senator Kerr. Whereby the Government continued to pay inter- 

rilege est on that $5 billion how much. 


Secretary Humpurey. $5.9 billion, 
Senator Kerr. For a period of time after the tax holder had sur- 


nited rendered it to the Government in lieu of taxes for its face value plus 
sited accrued interest? 
Secretary Humpurey. I think it did. It went for a period of 
_ paid from the 15th to the 22d of March. 
bank 
93683—57——15 
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Senator Kerr. In other words, the banks that handled that not 
only got interest on the money, part of which time they still had the 
money—— 

Secretary Humpurey. Whether it was a bank or a corporation or 
individual, whoever it was, they all got the same. 

Senator Kerr. Oh, no. 

Secretary Humpnrey. Oh, yes, they did, and these certificates—— 

Senator Kerr. You do not deposit with individuals. 

Secretary Humpurey. Well, the individual can buy it. 

Senator Kerr. I know, but then when he does, he gives you a 
check for it. He does not give you a deposit slip for it. 

Secretary Humpurey. That is right. 

Senator Kerr. So there is that difference. 

Secretary Humpurey. That is right. 

Senator Kerr. But the taxpayer who bought that and turned it in 
on the taxpaying date followi 

Secretary Humpurey. That is right. 

Senator Kerr. Got credit for all he paid for it, that is for all the 
Government got for it, plus the interest on it until it was surrendered, 
and then, in addition to that, he got a coupon which, if he clipped and 
kept it for 7 days, he could get interest for 7 days after he surrendered 
the bond? 

Secretary Humpurey. That is correct; that was a 7-day period. 

Senator Kerr. Is that on all these? 

Secretary Humpnrey. No. Those are different things that are 
done. It is on a good many of them. 

Senator Kerr. I think Mr. Mayo tells you they are on all of them. 

Secretary Humpurey. It certainly is on most of them. 

Senator Kerr. Do you think it is good fiscal management? 

Secretary Humpurey. Yes, I do. I think it all is in the rate. I 
think it all depends on what the rate is when you sell these securities. 
It is just a matter of the computation of interest. 

Senator Kerr. You know we private fellows have to sweeten up 
the kitty for these fellows. 

Senator Humpnrey. Yes. 

Senator Kerr. If I were you, I would look into it to see if they were 
not getting to you. 

Secretary Humpurey. See what? 

Senator Kerr. If they were not getting to you. 

Secretary Humpurey. I will be very glad to let you sell the bonds. 

Senator Kerr. If I had one institution that was the source of all 
credit and another one that used about a third of all credit, I would 
get them acquainted with each other so that the one who was determin- 
ing what the other had to pay for interest would operate on the basis 
that they are some kin to each other, rather than blood enemies. 

Secretary Humpurey. When we have to borrow money, as you 
well know, you have to meet what the market demands. And what- 
ever the market happens to be, you have to meet that. You work it 
out about to that, or you do not sell your bonds. 

Now, I am sure that your experience is no different than mine, and 
I am sure you would be an excellent Secretary of the Treasury, but I 
would not want to be a Senator. [Laughter.] 

Senator Kerr. Well, now, Mr. Secretary, there is not anybody in 
here today who could be any better Secretary of the Treasury than 
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you. You see, the difference between you and a lot of these officials 
who have been down here is they did not know what the Federal 
Reserve was doing to them. [Laughter.] You do, and you are en- 
couraging them in it. [Laughter.] 

Now, you said that the purchasing power of the dollar had declined 
only eight-tenths of a cent in 4 years—and I found out 3 years and 
4 years are synonymous there. 

Secretary Humpurey. And figured it in three. 

Senator Kerr. Did you hear the statement read by the chairman 
the other day of what Mr. Wilson said, that it took $38.5 billion to 
buy in 1958 what $33.4 billion bought in 1954? 

Secretary Humpurey. I did not happen to hear that statement, 
but I would not be surprised. 

Senator Kerr. Was that correct, Mr. Chairman? Was that the 
statement made by the Secretary of Defense? 

The CuarrMAN. Yes, sir. It was so quoted in the newspapers. 

Senator Kerr. That is a little more than eight-tenths of 1 percent; 
is it not? 

Secretary Humpurey. Well, we went over those figures this morn- 
ing, Senator. 

Senator Kerr. I know, but we did not have this application. 

Secretary Humpurey. Well, but 

Senator Kerr. What we did this morning was we were talking 
about whether it was 4 years or 3 years. 

Secretary Humpurey. No. What we did this morning was to talk 
about the kind of things and when the prices in various kinds of things 
took effect. They didn’t all at the same time. The purchasing power 
of the dollar was not affected equally in all sorts of things and the kinds 
of things that the Defense Department was buying, largely because 
of their very large purchases, there was a greater pressure on those 
prices than on anything else, and I think their prices 

Senator Kerr. You mean the more volume they buy, the higher 
the unit price? 

Secretary Humpurey. Well, the more you try to buy in a hurry, the 
more you are apt to pay for it. 

Senator Kerr. Well, now, I am not saying in a hurry. I notice the 
other day the Secretary of Defense told the Secretary of the Air Force, 
“Just slow down and just postpone $4 billion. We are not going to 
spend it this fiscal year.”’ 

Secretary Humpnrey. I think he has slowed down a little, but we 
have been buying a lot of things in a hurry, and I think we should have 
bought them in a hurry. 

Senator Kerr. Have you got the President’s Economic Report 
there for 1957? 

Secretary Humpurey. Yes, sir. 

Senator Kerr. Let Mr. Mayo see what your statement discloses 
as to the prices of Government goods and services as between 1952 
and 1956. 

That was actually the 4 years, Mr. Secretary, that you were talking 
about when you showed $3 billion 

Secretary Humpurey. Nineteen what? 

Senator Kerr. 1952 to 1956; what the index 

Mr. Mayo. For the Federal Government. 

Senator Kerr. Prices of Government goods and services for 1952 is 
119. 

















222 FINANCIAL CONDITION OF THE UNITED STATES 


Secretary Humpurey. 119 looks like here. 

Mr. Mayo. Federal. 

Senator Kmrr. What was the 1956? 

Secretary HumpHrey. 127.8. It was up about 8.8. That is all 
Government purchases. That is all Federal buying. That is not 
just military. 

Senator Kerr. Well, that is right. 

Secretary Humpnrey. That is right. So that would not be up as 
much as the military, I do not think. 

Senator Kerr. But it was a good deal more than eight-tenths of 
1 percent. 

Secretary Humpurey. Oh, yes. That is the kind of things—you 
see, the great bulk of it is military, and those are the kind of things 
that had the first price rise. 

Senator Kure. May I see that now, just a moment. 

Secretary Humpurey. Yes, sir. 

Senator Kerr. What is this column, Mr. Mayo, that says “‘Gov- 
ernment product’’? 

Mr. Mayo. That includes State and local, sir, as well as Federal. 

Senator Kerr. It shows 1952 to be 124.7 and 1956 to be 149.4. 

Mr. Mayo. 149.4. That is gross Government product. 

Senator Kerr. What does that mean, ‘‘implicit price deflator’’? 

Secretary Humpurey. I do not know what that is. 

Senator Kerr. Well, all right. 

Mr. Mayo. All I know is what it says here for Federal, State, and 
local. 


Senator Kerr. You gave us some figures on how you had increased 
savings percentagewise, on page 32. 

Secretary Humpurey. Saved $75 billion in 1956. 

Senator Kerr. What I am looking for is that percentage. 

Secretary Humpurey. That is the percentage of savings of dispos- 
able income. Let us get disposable income. 

Senator Kerr. Yes. I believe I said: 


During the 4 years of the Eisenhower administration, our people have saved 
more both in terms of dollars and in relation to disposable income, 7.1, as com- 
pared to 6.4. 

Do you have the figures there percentagewise for 1951 and 1952? 

Secretary Humpnurey. Well, you start here in 1948. Wait a 
minute. 

Senator Kerr. Where do you get that, that you were quoting from? 

Secretary Humpurey. From the economic report; it is page 136. 

Senator Kurr. I mean, is this the economic report? 

Secretary Humpurey. Yes, sir. It is the economic report, page 
136. 

Senator Kerr. What does it show for 1951? 

Secretary Humpurey. For 1951, it shows 7.8. 

Senator Kerr. And 1952? 

Secretary Humpurey. 1952 is 8.0. ail 

Senator Kurr. What years during the Eisenhower administration 
exceeded those? 5 

Secretary Humpurey. 7.9 is the next year. 

Senator Kerr. That is 1953, 7.9? 

Secretary HumpuHReEY. Yes. 

Senator Kurr. 1954? 
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Secretary Humpurey. 1954 it is 7.0. 

Senator Kerr. 7.0. 1955? 

Secretary HumpHrey. 1955 it is 6.1. 

Senator Kurr. And 1956? 

Secretary HumpHrey. 1956 it is 7.3. 

Senator Kerr. If you compared the 4 years of the Eisenhower ad- 
ministration with 1951 and 1952, you would get an entirely different 
result; would you not? 

Secretary Humpnrey. Well, we averaged it for the two 4-year 
periods, and the two 4-year periods are the figures we gave you here. 
Senator Kerr. I understand. I am not disputing that you did. 

Secretary Humpnrey. If you will take the average of 4 years with 
the average of 2 years, you will get 7.1 as against 7.9. 

Senator Kerr. The fact is if you will take the situation as you 
found it when you came in, you found the people saving 8 percent 
of their disposable income, and as of this time, they are saving less 
than 7 percent of it, are they not? 

Secretary Humpurey. Well, no, they were up over 7 for last year. 

Senator Kerr. I am talking about the first quarter of 1957 when 
it was only 6.9 percent. 

Secretary Humpnrey. It has been running along about 7 or 8 
percent right along. 

Senator Kerr. But there has not been a year during the Eisen- 
hower administration in which the people saved as high a percent of 
their disposable income as they did in 1952, has there? 

Secretary Humpurey. Wait a minute. Not for a whole year; no. 
They have done it for quarters, but not for a whole year. They have 
been within one-tenth. 

Senator Kerr. That is right. One year. 

Secretary Humpurey. Several quarters have been higher. 

Senator Kerr. Now, then, Mr. Secretary, I would like to go back 
to this chart up here because I think we have not paid enough attention 
to it. You gave me this morning a list of items that had been in 
short supply in recent years. In the years during which unemploy- 
ment was 4.1 percent of the civilian labor force, and in the years or 
period during which consumer prices went up 2.6 percent, wholesale 
prices went up 3.1 percent, industrial prices went up 3.8 percent, and 
the privately held money supply went up 2.8 percent. Do you 
remember those items you read me this morning? 

Secretary Humpurey. Yes, I do. 

Senator Kerr. I would like for you to tell me which one of those 
items was in as short supply in the 1956—57 period as in 1949-53? 

Secretary HumpHrey. Well, I do not know as I can go back that 
far. You see, you are going way back there into another period. 

Senator Krrr. Well, it is the period you were comparing it to. 

Secretary Humpurey. My figures do not go back that far. 

Senator Kerr. Those are the years that included the Korean war. 

Secretary Humpnrey. I have not got any figures back that far. 
My figures just go for 2 years. 

Senator Kerr. Would you hazard a guess that a single one of the 
items that you said was in short supply in the last 18 months was not 
in shorter supply during that time? 

Secretar UMPHREY. Well, I do not know. 

Senator Kerr. What do you think? 
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Secretary Humpurey. I have not any idea. I do not know. 

Senator Kerr. What do you think? 

Secretary Humpurey. [ say I just have not any idea. I just do not 
know. 

Senator Kerr. What about aluminum? Do you not think it was 
as short in supply during the Korean war as it has been in the last 18 
months? 

Secretary Humpnurey. I would think so, but it has been short right 
along. 

Senator Kerr. Bearings, brass, copper products, steel products, 
titanium dioxide, steel scrap, rubber—do you not imagine, if you 
checked into it, that every one of those items was scarcer during the 
Korean war than they have been in the last 18 months? 

Secretary Humpurey. I do not know. You have got to check 
them, you know, to find out. I really do not know. 

Senator Krrr. Well, now, if you want to, if you think there is any 
chance that that tabulated list was in more abundant supply during 
the Korean war than during the last 18 months, I would appreciate 
your bringing back the record and reading it to us. 

Secretary Humpurey. I will check it. 

Senator Kerr. Let us assume just for the sake of this discussion 
that they were in shorter supply, and that is not an unreasonable 
assumption, is it? 

Secretary Humpnrey. Well, certainly not as to some of them. I 
think as to others, perhaps it is. 

Senator Kerr. As to whichever ones it might be, you will tell me? 

Secretary Humpurey. We will check up. 

(The information requested is as follows:) 

There were shortages during 1950 and 1951 but the interpretation of shortages 
in periods of direct controls will, of course, differ from the interpretation of 
shortages at other times of heavy demands, so no conclusive comparison seems 
possible. 

Senator Kerr. On the basis of this chart, it looks to me that the 
item that was in truly scarce supply during the last 2 years is right 
here, credit, privately held money and credit. 

Secretary Humpurey. Credit? 

Senator Kerr. Because during the 1949-53 period the money 
supply went up 3.5 percent a year. During the 1956-57 period it 
has only gone up 2.8 percent a year. 

Assuming that the basic commodities that you referred to this 
morning were in scarcer supply during the Korean war than during 
the last 18 months, it seems to me that it is going to be a little difficult 
to explain how it was that with industrial production increasing 5.4 
percent, compared to 2.1 percent, with the gross national product 
going up 4.8 percent compared to 2.7 percent, with 3.5 percent un- 
employed as compared to 4.25 percent unemployed in the past 18 
months—it seems to me that it is going to be very difficult to explain 
how it was that the consumer prices and wholesale prices and industrial 
prices went up substantially higher during this 18 months than it did 
during the 5 years, 1949-53. 

Secretary Humparey. What period during that time did you have 
price and wage controls on? 

Senator Kerr. During 1949, 1950, 1952, and 1953. 
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Secretary Humpurey. Yes, you had price and wage controls on, 
did you not? 

Senator Kerr. Let us see if we did. 

Now, my recollection is that price controls terminated in 1946. 

Secretary Humpurey. I do not remember exactly, but I think 
that’s right. 

Senator Kerr. Is that correct? That is my recollection. 

Secretary Humpurey. Yes. That’s right for the period after 
World War II. But you’re talking about the period during the 
Korean war? 

Senator Kerr. 1949, 1950, 1951, 1952, and 1953. 

Secretary Humpurey. Well, we had price and wage controls on 
during the Korean war. 

Senator Kerr. Well, now, let us check that, Mr. Secretary. 

Secretary Humpurey. Well, they were on when we camein. They 
went on in early 1951 and we took them off. 

Senator Kerr. Wage controls? 

Secretary Humpnrey. First thing we did was to release controls. 

Senator Kerr. Wage controls? 

Secretary Humpurey. Yes, wage controls and price controls were 
on, and allocations were on, and you had a lot of things that were on 
at that time, a lot of physical control. 

Senator Kerr. They had regulation W? 

Secretary Humpurey. Sure, and you had price controls. 

Senator Kerr. I will tell you what you do. 

Secretary Humpurey. We had thousands of people administering 
them, as I remember it. 

Senator Kerr. Suppose you tell us in the morning what wages 
were controlled during those 5 years. 

Secretary Humpurey. I will see exactly what controls there were, 
but there were a lot of controls on at that time. 

Senator Kerr. All right. 

Secretary Humpurey. One of the first things we did was to take 
them off. 

Senator Kerr. I think that the real shortage, as of today, Mr. 
Secretary, as I said a while ago, is the shortage in credit, and the result 
of it, in my judgment, has been almost catastrophic, because during 
this time, according to the Department of Commerce and the Council 
of Economic Advisers, we have had some rather amazing, and I think 
very detrimental, results. For instance, during that time labor’s 
share of the national income has gone up 3.7 percent, which is a very 
limited amount. 

Unincorporated business’ share of the national income has gone 
down 4.5 percent. The farmers’ share of the national income has 
gone down 36.5 percent. Corporation profits after taxes, their share 
of the national income has gone up 16.4 percent. And the net interest 
share of the national income has gone up 40 percent during the ad- 
ministration of these policies. These results mean that the oppor- 
tunity was made available and has been taken advantage of for big 
business to reinforce its position and greatly expand its percentage of 
the national income; for the farm industry as a whole to be almost 
bankrupted; for small business to be greatly impaired; and for those 
whose business it is to lend and collect interest to increase their share 
of the national income by 40 percent. 





26 FINANCIAL CONDITION OF THE UNITED STATES 


Secretary Humphrey. Do you not think you ought to add to that 
list the cost of living? 

Senator Kerr. Well, the cost of living in the last 18 months, accord- 
ing to Mr. Mayo there, has gone up 4 percent. 

Secretary Humpnrey. Let us take the same period you are taking, 
Just put it in for the same period. 

Senator Kerr. I am talking about the last 4 years. 

Secretary Humpurey. Just add the—— 

Senator Kerr. I am talking about the last 4 years. 

Secretary Humpurey. So am I talking about the last 4 years. Let 
us put it in to the last 4 years, and I think it will fit very well into 
that tabulation. 

Senator Kerr. Well, that certainly is your opinion, and you are 
entitled to it, and that is just what you put down into this record, 
and I thought that it was well for me to put into the record a brief 
observation of what I thought the policies had done to the various 
elements of the economy. 

Secretary Humpurey. I am sure you want to put in the whole 
picture, so you just add it all in—all 4 years, not just one. 

Senator Kerr. If we get in all of your viewpoint and all of mine, 
we will have nearly all of it. 

Secretary Humpnurey. I think that is right. 

Senator Kerr. Thank you very much, Mr. Secretary. 

Secretary Humpurey. Thank you very much. 

Senator Bennett. Mr. Chairman, while we are at a break between 
witnesses, there have been three very interesting charts presented to 
us. Is it going to be possible for the rest of the committee to have a 
copy of that chart? 

Senator Kerr. They are going to stay right here, and my purpose 
was for them to go into the record. 

Senator Bennett. I was wondering how they were going to get 
into the record and when. 

Senator Kerr. I would like, then, Mr. Chairman, to ask permission 
that they be made a part of the record at that point in the record where 
they were first referred to and then later referred to. (See p. 177.) 

Senator Bennett. Will they be copied, photographed? 

Senator Kerr. They would have to be. They will have to be to 
get them into the record. 

Senator Bennett. I just wanted to be sure they were going to be 
in the record in chart form, and not simply in schedule form. 

Senator Kerr. Yes, sir. 

The CuarrMAN. Senator Martin has advised the Chair he would 
prefer to start in the morning. He thinks he can make better progress 
at that time. 

Senator Martin. I think we can make time without breaking in. 

The Cuatrman. The committee will now recess until 10 o’clock 
tomorrow morning. 

Secretary Humpurey. That is very agreeable to me. 

(Whereupon, at 3:20 p. m., a recess was taken until 10:30 a. m., 
Wednesday, June 26, 1957.) 





INVESTIGATION OF THE FINANCIAL CONDITION OF 
THE UNITED STATES 


WEDNESDAY, JUNE 26, 1957 


Unrrep Sratres SENATE, 
CoMMITTEE ON FINANCE, 
Washington, D. C. 

The committee met, pursuant to recess, at 10:30 a. m., in room 312, 
Senate Office Building, Senator Harry Flood Byrd (chairman) pre- 
siding. 

Present: Senators Byrd, Kerr, Frear, Long, Anderson, Gore, Mar- 
tin, Williams, Flanders, Malone, Carlson, Bennett, and Jenner. 

Also present: Robert P. Mayo, Chief, Analysis Staff, Debt Division, 
Office of the Secretary of the Treasury; Elizabeth B. Springer, chief 
clerk; and Samuel D. MclIlwain, special counsel. 

The CuHatrmMan. The committee will come to order. 

Senator Cartson. Mr. Chairman, before you start, I was interested 
this morning in an article in the sports section of the Washington Post, 
by Bob Addie. I donot know how many caught it. It reads this way: 

Harry Byrd stepped off the train just in time to pick up a victory for the Detroit 
Tigers last night as the visitors came up with 3 runs in the 10th to beat the Sena- 
tors, 7 to 4. 

Senator Gorn. Mr. Chairman, may I also call attention to the fact 
that yesterday our distinguished chairman received a letter addressed 
to “Senator Aldrich.”’ [Laughter.] 

The CuatrmMan. The Chair recognizes Senator Martin. 

Senator Martin. Mr. Chairman. 


STATEMENT OF HON. GEORGE M. HUMPHREY, SECRETARY OF 
THE TREASURY—Resumed 


Senator Marrin. I think you have a copy of the statement I am 
about to make. 

Secretary Humpurey. Yes, sir. 

Senator Martin. Mr. Chairman, this committee is fortunate to 
have a man of the courage, ability, and understanding of Hon. Harry 
F. Byrd to lead us in this most important investigation, which can 
mean so much for the well-being of our country. While we do not 
always agree on political philosophies, yet I have great admiration 
for the ability and objectives of the distinguished senior Senator from 
Oklahoma, Robert S. Kerr. 

This committee, composed of men from all parts of the Nation and 
representing many political ideals, should bring forth recommendations 
which will improve the monetary and fiscal policies of the United 
States. That will be my objective, and I know that it will be the 
objective of my colleagues on this committee. 
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Mr. Chairman, we all greatly appreciate the time that the Secretary 
of the Treasury has given to this committee. I have been greatly 
impressed with his superior knowledge of the financial problems 
confronting the United States. America is most fortunate to have a 
man of his ability and patriotic inclination willing to head one of the 
most important departments of our Government. 

Before questioning Mr. Humphrey, I want to make some brief 
comments. 

One of the most difficult functions of a free government is to 
maintain a stable currency. At the same time, it is one of the most 
important objectives of government. Inflation has the power to 
crush any economy upon which it fastens its grip and, thus, it can 
destroy a nation. 

In fact, more great nations have been overthrown by inflation than 
by invading armies or destructive bombs. A nation destroyed by a 
military force can rebuild itself, but a nation where incentive of the 
individual is destroyed has very little opportunity of recovery. 

Let us look at the inflationary figure and the dollar purchasing 

ower. 
: As shown by the Consumer Price Index, the inflationary figure 
rose from 59.4 in 1939 to 119.3 in 1957. 

In 1939, the dollar was worth 100 cents in purchasing power. In- 
flationary pressure during World War II forced the value of the dollar 
down to the level of 78 cents. 

The decline continued during the postwar years, and at the be- 
ginning of 1953 the dollar represented only 52 cents in purchasing 
power. For a time it appeared that the value of the dollar had been 
stabilized at that point, and for the next 3 years the index remained 
practically unchanged. 

However, in 1956, the downward trend was resumed and the value 
of the dollar sank gradually, month after month, going down to 50.3 
in March of this year. 

Unfortunately, the spiral of inflation is still creeping upward, and 
in May of this year the value of the dollar dropped to 49.7. 

Let us briefly look at the causes of inflation. They fall into several 
categories: 

1. Excessive governmental expenditures, deficit financing, a stagger- 
ing burden of debt, printing press money, and unsound fiscal policies. 
Inflation from these causes is one of the reasons for the high Federal 
budget that now confronts us. 

2. Increase in labor costs with a corresponding increase in the cost 
of production. There is no danger when rising wages are accompa- 
nied by corresponding increased productivity. Inflation results when 
overall productivity Miss not keep pace with rising wage levels. 

3. Too much expansion of business and purchases by Government, 
corporations, and individuals on borrowed money, particularly money 
borrowed from banks. 

Mr. Chairman, the size of our Government and the debt of the 
United States are of deep concern to the people of our country. The 
increase of all kinds of debt was set forth in your statement at the 
opening of these hearings and totals $800 billion, which is an increase 
of $200 billion, or 33 percent, in 4 years. 

This is so important that I feel it should be repeated. 
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According to an official Department of Commerce report issued on 
May 27, the American people, at the end of last year, owed a total 
of $803 billion in gross private and public debt. This total is an 
average of about $4,700 for every man, woman, and child in the 
Nation, or about $18,800 for the average American family of four 
persons. 

Net corporate debt went up from $93% billion in 1946 to $208 
billion at the end of 1956. 

People have been buying out of tomorrow’s paycheck. At the end 
of 1945, they owed less than $6 billion; which in 1956 consumer debt 
had increased to $42 billion. 

Net State and local government debt has increased from $13% 
billion in 1945 to $42.7 billion at the end of 1956, and has greatly 
increased since that time. 

4. The great expansion of Government. More than 7 million are 
now employed at the three levels of government. They are not 
producers. This payroll puts into circulation nearly $40 billion per 
annum. 

Let us briefly look at the results of inflation: 

1. The dollar loses its purchasing power. This damages all with 
fixed incomes and inflicts severe hardship on millions of our people. 
The person with a pension, social security, or interests on savings 
cannot escape the evils of inflation. 

There are now in the United States more than 16% million on 
social security, corporation and Government retirement, veterans’ 
—-, veterans’ survivors benefits, and military retirement pay. 

any are widows and orphans. 

2. Values built over a lifetime, or even over generations, are 
reduced or wiped out by inflation. Continued inflation is a threat 
to the economy. It ultimately can lead to disaster and economic 
collapse. 

Those damaged by inflation include the many millions of savers in 
the United States, the owners of bonds, owners of life-insurance 
policies and savings accounts. Men and women paying into social 
security make up another great list of savers. Ten million are now 
receiving social-security benefits. 

3. Another danger brought on by inflation is the difficulty of 
industrial replacement. An individual or a company in the past, 
laid aside so much per annum for replacement of plant, machinery, 
and equipment. The dollars they have accumulated for that purpose 
are now deflated and do not have the value necessary to purchase the 
new equipment. 

4. National debt and national expenditures are another great cause 
of inflation, particularly when financed by sales of securities to banks. 

Experience has shown that there is no limit to human desire for 
goods and services, but there is a limit to the means by which these 
desires can be satisfied. 

We must remember that even though we are the richest nation on 
earth, there is a limit to our resources. We are not rich enough for 
everyone to have everything he wants. Therefore, when Government 
attempts to carry out competitive political promises and undertakes 
to supply the wants of groups and individuals, the cost is certain to 
exceed available revenues. 
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In that event, increased debt is the natural consequence, and 
inflation is brought on unless a definite policy of debt management 
and retirement is adopted. This calls for fiscal and monetary disci- 
pline and a high level of official responsibility, but it is the only safe 
course. 

Mr. Chairman, we all enjoy prosperous times, but we want that 
prosperity to be based on sound monetary and economic policies. 
Prosperous times have often caused the people to become overly 
confident and even reckless. 

There have been many financial depressions, panics, recessions, or 
crises during the history of the United States. Let us briefly review 
some of them: 

The panic of 1819 was caused by the policy of the Government 
fostering reckless purchases of public land on credit. 

In 1837, we had a crisis which was also the result of speculation in 
frontier farmlands. Again, too much borrowing. 

In 1857, the crisis was brought about by speculation in real estate 
and by the new railway lines opening up over the country. Again, 
too much borrowing. 

The collapse of 1873 was the aftermath of speculation in railroad 
stocks and frontier lands. Again, too much borrowing. 

The panic of 1893 was caused by the optimism in borrowing money 
and the apprehension that the Government would not be able to 
maintain the gold standard. 

The 1907 crisis was caused by violent speculation making heavy 
demands on banks and discount rates rose to an abnormally high 
point. The $500 million borrowed in Europe added to our difficulties. 

The crisis of 1929 was the result of excessive speculative activity in 
the stock market. Again, too much borrowing. 

I have great confidence in the American people when they under- 
stand a problem. This hearing is not for the purpose of advancing 
any political party or individu: il, but it is to help build a better and 
stronger America. 

Mr. Chairman, yesterday afternoon, we talked a little bit about 
controls. I want to state that controls for World War I were ended 
November 9, 1946, by President Truman. 

Maybe I should remark that it was a few days after the election, 
and the election of 1946 was based mainly on two things: Communism 
in Government, and price controls. 

We had controls put on January 26, 1951, for the Korean war; and 
on February 2, 1953, President Eisenhower announced his intention 
to let the price control authority die on April 20, 1953. 

I felt, Mr. Chairman, that ought to be in the record. 

Now, Mr. Secretary, is it not true that the inflation which has cut 
the purchasing power of the dollar in half since 1939, has hurt the 
holders of marketable United States Government bonds far more than 
the decline of the market price of the bonds below 100? 

Secretary Humpnurey. That is correct. 

Senator Martin. Did not by far the greater part of this inflation 
occur while bond prices were pegged and interest rates were kept low? 

Secretary Humpurey. That is correct, Mr. Senator. 

Senator Martin. Mr. Secretary, how many billions of dollars of 
the United States Government bonds are in form which renders them 
immune from market fluctuation? 
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Secretary Humpurey. Just 1 minute, sir. 

It is all of the savings bonds, special issues and nonmarketables. 
I will have the figure in just a minute. $114.9 billion. 

Senator Martin. Now, Mr. Secretary, are these not the bonds 
that are held by the great mass of people? 

Secretary Humpurey. That is correct. Savings bonds are held by 
about 40 million people. 

Senator Martin. In the case of marketable United States Govern- 
ment bonds, will not most holders either hold them to maturity or 
until the market prices have recovered, with the result that they will 
not sustain any losses? 

Secretary Humpnrey. Anyone who does hold them to maturity, of 
course, sustains no loss. 

Senator Martin. Well, are they not held by a group 

Secretary Humpurey. They are largely held by holders or institu- 
tions that do not sell them at losses except for special purposes, or 
where it is advantageous for them to do so. 

Senator Martin. They usually buy them because they have a 
certain amount of money to invest, and they figure that the United 
States is about the safest investment that they can make, the bonds 
of the United States are about the safest investment they can make? 

Secretary Humpurey. It is the best investment in the world, 
Mr. Senator. 

Senator Martin. Mr. Secretary, have there not been wide fluctua- 
tions in the prices of marketable United States Government bonds in 
the past? 

Secretary Humpurey. There have. 

Senator Martin. And in every case, did not the holders of the 
bonds get 100 cents on the dollar at maturity? 

Senator Humpnrey. The Government has always paid a hundred 
cents on the dollar at maturity. 

Senator Martin. Are not freely fluctuating interest rates, in effect, 
the safety valve of the monetary system? 

Secretary Humpurey. That is correct; if you are going to operate 
in a free economy, you must have fluctuating interest rates. 

Senator Martin. In other words, is it not likely that measures 
taken to keep interest rates low will create pressures within the system 
which will lead to an explosion of inflation? 

Secretary Humpnrey. That is one of its causes. 

Senator Martin. Am I correct in understanding that the alterna- 
tives to the Federal Reserve type of control which let interest rates 
rise in response to demand for money, are more inflation, resulting 
from the unrestrained creation of additional money? 

Secretary Humpurey. That is correct. 

Senator Martin. And second, regimentation in the form of specific 
controls, including not only controls over specific commodity prices 
but also controls which would limit or prevent certain types of bette. 
ing or compel additional savings? 

Secretary Humpurey. Well, just as soon as you eliminate the 
natural controls, you have to substitute artificial controls or you will 
have a swing that will be so wide that it will be disastrous. 

Senator Martin. And, Mr. Secretary, we also could have voluntary 
controls, but that is a very difficult thing to do. 

Secretary Humpnrey. It is extremely difficult. 
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Senator Martin. Of course, it is the thing that the President, in 
his message on the state of the Union, suggested that corporations 
and individuals would restrain borrowing as much as possible. 

Secretary Humpurey. You can have, I think, Senator, voluntary 
restraint, but you cannot have real voluntary control. 

Senator Martin. It would be impossible, almost, to have a control 
that would be sufficiently effective unless you had a large police power, 
something which the American people would resent 

Secretary Humpurey. That is exactly 

Senator Martin (continuing). Very greatly. 

Secretary Humpurey. That is exactly right. You would have to 
go into rigid physical control, arbitrary controls, if you remove the 
present Federal Reserve monetary controls and eliminated their 
operation. 

Senator Martin. For example, we tried here a few years ago what 
President Hoover termed a “noble experiment,” the 18th amendment, 
and we had a large police force, very able attorneys in our Department 
of Justice, and very courageous judges. But, nevertheless, the people 
did not want to be controlled into their desires, in what they wanted. 

Secretary Humpurey. Except during war periods which everyone 
recognizes are most unusual and requiring most unusual handling, 
arbitrary controls have never worked. 

Senator Martin. Well, of course, the ideal thing would be if cor- 
porations and individuals would control their borrowing so we would 
not have high interest rates, and things of that kind. But that seems 
to be impossible. 

It seems to be impossible to have regimentation and controls, and 
then about the only thing left is a plan which we now have, which 
was the result of a henetag of this committee about 50 years ago, and 
that is the Federal Reserve Board. 

Secretary Humpurey. That is right. 

Senator Martin. Mr. Secretary, I notice that in your statement, 
you say that you have conducted your affairs so as not to interfere 
with the Federal Reserve monetary policies. 

Would you tell me just how you have worked with the Federal 
Reserve, and what the relationship between the two organizations is 
at the present time? 

Secretary Humpurey. Well, as to the way we work, it is just the 
simple, ordinary way in which two groups of people with independent 
responsibilities would normally attempt to cooperate. 

We have a system which has worked all the time we have been here 
in which Mr. Martin comes over to the Treasury and we have a visit 
every Monday at lunch; and then on Wednesday, as a rule, Mr. 
Burgess and 2 or 3 of our people go over and visit with the Federal 
Reserve Board and their staff. 

So that we have a constant contact between the two organizations 
all up and down the line, so that each knows what the other is talking 
about and what the other is planning. : 

Now then, in our movements we discuss, each of us with the other, 
what we plan to do and how we plan to do it. We hear what the 
other has to say about it. Sometimes we can take into account 
criticisms; sometimes we get very worthwhile criticisms that lead us 
to alter our opinion somewhat. 

Other times, we find that we stick to the opinions that we originally 
had, and proceed. 














FINANCIAL CONDITION OF THE UNITED STATES 233 


But we operate together, each with his own final responsibility, but 
each knowing what the other is doing and each hearing the position 
of the other before final determinations are made. 

Senator Martin. Your association with the Federal Reserve has 
been considerable. 

Now, the legislative and the executive and the judicial in Govern- 
ment are entirely separate, but at times they cooperate in order to 
strengthen and improve the things of our country. 

Secretary Humpurey. I think it is the most satisfactory way, 
Senator Martin, to have two departments of the Government who 
have responsibilities, independent responsibilities, working with each 
other, and we have had a very satisfactory relationship in working with 
Mr. Martin. 

Senator Martin. Mr. Secretary, in the questioning yesterday, the 
Senator from Oklahoma indicated that he felt that the Treasury 
faced extremely difficult problems, and I think introduced into the 
record a day or two ago an editorial from the Wall Street Journal. 

I am sure that that paper reaches a good many men in business. 
But, with your permission, Mr. Chairman, I would like to read, or 
rather, place in the record an editorial from the New York Times 
of June 6, 1957. This editorial speaks relative to the work of the 
Secretary as it relates to financing of our Federal obligations, the 
difficulties he has had, and so forth, and I think it will be very helpful 
to the members of the committee to have it before them. 

- The Cuarrman. If there is no objection, it will be inserted in the 
record. 

(The editorial referred to is as follows:) 


[New York Times, June 6, 1957] 


A ProsieM Is Nor a “Crisis” 


When he takes over the reins as Secretary of the Treasury as successor to 
George M. Humphrey, Robert B. Anderson will take over at the same time a 
number of pieces of unfinished business that rate the designation of ‘‘problems.”’ 
Generally speaking, these problems are to be found in the area of debt manage- 
ment. hey are the sort of problems that might be expected to beset an adminis- 
tration that (1) inherited a huge public debt, consisting in the main of short term 
obligations, and (2) has been compelled to do its refinancing for 2 years now under 
conditions of uninterrupted prosperity and tightening money rates. 

It would be unrealistic to deny that these represent very real practical diffi- 
culties, and certainly they have constituted a major setback to the Treasury in its 

lans to put the Federal debt on the sound permanent basis it wants to see it. 
But when political opponents and other critics of the administration employ the 
term ‘‘crisis’”’ to describe this situation, publicly lament the danger of rising Gov- 
ernment interest costs and speak darkly of the “threat to Government credit,” 
they are being even more unrealistic. 

Interest charges on the Federal debt amount at the present time to roughly 
$7 billion a year, and certainly this is a very substantial figure, judged by historic 
standards. But let us keep things in perspective. Only a very small fraction of 
that figure is attributable to the present and recent high cost of money. Lest 
we forget, the Federal debt, which is now in the neighborhood of $280 billion, was 
only $50 billion as recently as at the end of 1940. No nation can increase its 
public debt by nearly fivefold, even under artificially easy interest rates, and not 
expect a pretty spectacular rise in that part of the budget representing interest. 

hat is the answer, then? If you are to believe those critics who, one suspects, 
are less worried by the Government refinancing problem than the inconveniences 
to which they find themselves subject as a result of tight money it lies in a return 
to cheap money. There is no question that such a program would help simplify 
the immediate problems of the Treasury; but to stop there is to consider only one 
side of the balance sheet. 





234 FINANCIAL CONDITION OF THE UNITED STATES 


The purpose behind the current policies of our monetary authorities is the 
prevention of all-out inflation. As against the effect of a restrictive monetary 
policy in this $7 billion annual figure, it is necessary, therefore, to consider for a 
moment what a removal of the anti-inflation brakes could mean in terms of Gov- 


ernment costs as a whole. 
A glance at the most recent figures on the gross national product shows spending 
on goods and services by the Federal Government alone to be running currently 


at an annual rate of approximately $50 billion a year. A rise in prices and living 
costs, everything else being equal, therefore would mean an increase of $2.5 billion 
in this figure; a price inflation of 10 percent would mean an increase of $5 billion, 
and an increase of 14 percent would raise it by $7 billion, the amount of the total 
“burden” of carrying the public debt. 

This is the simple basic arithmetic behind the fact that, while the Treasury 
may not be particularly happy with conditions as they are, it realizes that, though 
it may not be able to finance, for the time being, on as favorable terms as it would 
wish, it is not complaining about the Federal Reserve Board’s monetary policies, 
And it is not complaining because it knows that despite the immediate cost of those 
policies they represent the best insurance man has yet devised against the infinitely 
more costly danger of inflation. 

Senator Martin. Mr. Secretary, the Senator from Oklahoma in the 
course of his interrogation gave me the impression that he felt the 
recent rising trend of interest rates might go on into the future for an 
almost unlimited period. 

It was my understanding that he made certain calculations or asked 
you to make certain calculations on the assumption that all of the out- 
standing debt be refunded at present rates or even higher rates. 

Do you believe that it is reasonable to assume a continuation of the 
present interest rate level or a continuing increase in that level for the 
next few years or indefinitely into the future? 

Secretary Humpnurey. No; I think that it is apt to be very mis- 
leading and contrary to historical fact, to pick any particular trend 
line and say it is going to continue for any particular period. 

The trend moves in a jagged line rather than in a straight line. 

Senator Martin. And the Government moves along similar lines to 
business movements and individual movements? 

Secretary Humpurey. That is exactly right. Pressures develop, 
and counteracting pressures develop with them, and after a while the 
counteracting pressures have an influence on the original pressures, 
and you move back in another direction. 

So that I personally do not think there is any reason to expect that 
there will never be any change in the present direction. As a matter 
of fact, as I said yesterday, I think there is every reason to expect 
that we will fluctuate in the way in which we move forward. 

Senator Martin. Mr. Secretary, have savings been low during the 
past 4 years? 

Secretary Humpurey. No. I think savings have been high during 
the past 4 years. 

Senator Martin. In your statement, you made a point which 
seemed very important to me. You say that the higher interest 
rates paid in the past few years have encouraged greater savings. 

During the 4 years 1953 to 1956, inclusive, our people saved more, 
both in terms of dollars, $75 billion of personal savings, compared to 
$56% billion in the preceding 4 years, and in relation to disposable 
income, 7.1 percent as compared to 6.4 percent, respectively, in the 
2 periods. 

I feel very strongly that the only way we can improve our living 
standards is through increased productivity, and the only way we can 
increase productivity is by increased savings, and the investment of 
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those savings in new tools, machinery and equipment which '{jenable 
the working man to produce more goods per hour. 

Now, that was discussed yesterday. Would you go just a little 
further into that, Mr. Secretary, because I feel that it has a very 
important bearing on the possible conclusions of this committee. 

Secretary Humpurey. Well, savings, Senator Martin, are stimu- 
lated, first, by earnings. When there are good earnings, and good 
employment, then savings are stimulated. Also stimulating savings 
are better rents for the money, which is interest, a better return on the 
money. And another necessary element is a feeling of security in 
the value of the principal. 

If you do not have any earnings, why, you do not have anything to 
save. If you do not get any rent for your money, why, it is not 
worthwhile. 

If you have saved money, even though you have it and you can 
get high interest, if you are fearful that your principal will not be 
returned to you, you will not continue to save. You spend the money 
and turn it into goods if you are afraid the value of the money will 
shrink away. 

So that it takes a combination of those things to stimulate savings; 
and when you have such a condition of affairs, that is when savings 
move up. 

Now the whole world is short of savings, and the whole world is 
short of capital. This is not just in this country alone, but every- 
where in the world. 

Senator Martin. Well, Mr. Secretary, we are having inflation all 
over the world, practically every nation. 

Secretary Humpurey. Many countries have inflation that far ex- 
ceeds our own. 

Senator Martin. That is right. 

Secretary Humpurey. And where inflationary pressures are far 
greater. There are many countries in rather serious condition, 

They also are short of money. They are short of funds. They all 
want to buy more tools, more equipment. They all want to supple- 
ment their labor with physical aids of one kind or another—power, 
machinery, and transportation. 

There is hardly a country in the world which has not been here 
seeking help from us, as well as in their own fields, to get more capital 
to invest in more tools to make more and better jobs. 

Our job is to see that we have enough in this country. We have a 
million more people coming to work every year. There is no way in 
the world that anybody can make the kind of wages that we pay in 
this country unless he can earn them. You cannot get more than 
you can earn except over a limited period. 

And if you are going to earn the high wages we pay here, you have 
to have tools. You have to have equipment to work with. You 
have to have all of the things that our modern inventions have pro- 
vided to work with to give you the earning power to permit the kind 
of wages we want in this contry and the kind we ought to have, and to 
maintain and increase our standard of living. 

Senator Martin. Thank you, Mr. Secretary. 

In the discussion yesterday, there was some colloquy about the 
relative rates of savings in relation to disposable income during this 
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administration and the preceding 4 years. Emphasis was placed, 
however, on only 2 preceding years. 

I note that in 1947, savings as a percent of disposable income were 
only 2.4 percent; in 1948, only 5.3; in 1949, only 4 percent; and in 
1950, only 5.9; as compared to an average of over 7 percent during the 
past 4 years. 

I am particularly impressed with the rate of savings during the 
past 4 years, in view of the fact that savings are almost high in a period 
of war, and generally decline thereafter as they declined from 25 
percent of disposable income in 1944 to 2.4 percent in 1947. 

The fact that savings for the past 4 years are higher, represent a 
larger proportion of disposable personal income than in the preceding 
4 years, is doubly remarkable. 

Secretary Humpurey. Of course, Mr. Senator, when you have as 
we have had in previous times, periods when you have limited goods 
that you can buy, and controls on what you can spend, why, naturally 
those conditions tend to increase savings rather than spending. 

Senator Martin. Mr. Secretary, has credit been unduly curtailed 
during the past 4 years? 

Secretary Humpurey. I think not. 

Senator Martin. I would like to read these figures, and you correct 
me if they are not right, if I am incorrect: 

First, contrary to the impression that some people seem to have, 
the amount of credit has not been reduced in the last 4 years, but 
substantially increased. It increased $146.5 billion from December 
31, 1952, to December 31, 1956. 

As I would figure that, it would amount to an increase in 4 years of 
about 23 percent. Are those figures, which I have given you, correct? 

Secretary Humpnrey. I think that is correct. It is up about a 
quarter, I would say. 

Senator Martin. About 25. 

Now, I would like to make this statement: The fact is that ap- 
proximately 93 percent of this additional credit came from savings, 
and that only 7 percent came from an expansion in the money supply, 
and on page 36 of your statement you point out that this compares 
with 88 percent from savings and 12 percent from the expansion in 
money supply in the period 1948-52, and only 75 percent from savings 
and 25 percent from increased money supply in the period 1944-48? 

Secretary Humpurey. That is correct. 

Senator Martin. Mr. Secretary, I have been impressed, while listen- 
ing to these hearings, with two related items; namely, (1) the extent 
to which inflation robs almost all of our people; and (2) the importance 
of personal savings as an anti-inflationary force. 

Most individuals endeavor in one way or another to provide for 
their later years. Millions have sought protection through life and 
other forms of insurance. Many persons are covered by private pen- 
sion plans, social security, retirement systems, and so forth. 

In addition, the Government has instituted a series of programs to 
aid the less fortunate, including aid to dependent children, to the 
blind, the disabled, and veterans. 

Mr. Secretary, do you not think there is a strong national interest 
to protect these private and public programs of insurance and protec- 
tion of the individual? 

Secretary Humpurey. I certainly do. 
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Senator Martin. Do you think it is more important that those 
dependent on these various programs should be protected by a rela- 
tively stable price level, or that interest costs should be artificially 
kept down? 

Secretary Humpnurey. Well, I think that the movement of interest 
is one of the principal things which helps to protect them, and I think 
they are the people who are least able to look after themselves, and 
they are entiv-ed to the maximum of protection that we can give. 

Senator Martin. Mr. Secretary, I am not asking you to verify 
these figures, because these are figures that I have secured from the 
various bureaus downtown, and I feel they are accurate. 

There are 106 million life-insurance policyholders as of December 
31, 1956. Are these savers? 

Secretary Humpnurey. They certainly are. 

Senator Martin. Mr. Secretary, there are 14 million persons 
covered by private pension plans in 1956, according to the Depart- 
ment of Health, Education, and Welfare. Do you consider these as 
savers? 

Secretary Humpurey. They are. 

Senator Marrin. Mr. Secretary, there are 10 million persons re- 
ceiving social-security benefits in June 1957. 

Secretary Humpnrey. They are. 

Senator Martin. Mr. Secretary, there are 2% million persons 
receiving old-age assistance. 

Secretary Humpurey. They are interested, they are very interested, 
in the protection of the value of the dollar, but I do not know whether 
you would call them 
7 — Martin. They would be very greatly damaged by deflated 

ollars. 

Secretary Humpurey. That is correct. 

Senator Martin. There are over 600 

Secretary Humpnrey. And I think that also is true of the preceding 
classifications. 

Senator Martin. That is correct. 

There are also over 600,000 families receiving aid for dependent 
children. They would also be adversely affected by deflated dollars? 

Secretary Humpurey. That is correct. 

Senator Martin. There are over a hundred thousand receiving aid 
to the blind, and they would be greatly damaged by a deflated dollar? 

Secretary Humpurey. That is right. 

Senator Martin. And there are almost 300,000 receiving aid for 
total and permanent disability. They would be adversely affected 
by a deflated dollar? 

Secretary Humpurey. That is correct. 

Senator Martin. There are 1,165,855 veterans drawing pensions 
= x March 31, 1957. They would be greatly affected by a deflated 

ollar? 

Secretary Humpurey. They would. 

Senator Martin. And there are over 2 million veterans receiving 
compensation for service-connected disabilities. They would be ad- 
versely affected by a deflated dollar? 

Secretary Humpurey. They would. 

Senator Martin. And their survivors, about 385,250—they would 
be affected by the deflated dollar? 
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Secretary Humpurey. Everyone who has a fixed dollar income js 
adversely affected by the shrinkage of the dollar. 

Senator Martin. Well, you have in addition to that, those receiving 
railroad pensions, pretty nearly 700,000; civil-service retirement, 
270,000; military retired status, almost 200,000. They would all be 
affected? 

Secretary Humpurey. They are all affected. 

Senator Marrin. I am told that there are about 40 million holders 
of E-bonds. 

Secretary Humpnrey. That is correct. 

Senator Martin. And of course they would be affected by a de- 
flated dollar. 

Secretary Humpurey. That is right. 

Senator Martin. Now, that adds up to 180,755,592. 

I realize that there are a great number of those that are in two 
categories. 

Now then, we have in the United States 52,539,396 savings accounts, 
and they would be affected? 

Secretary Humpurey. That is correct. 

Senator Martin. And that should, of course, be added to the 180 
million that I indicated a moment ago, with of course many duplica- 
tions in that total figure. 

Mr. Chairman, I would like to introduce into the record at this 
time an editorial from the Wall Street Journal which the Senator from 
Oklahoma and all of us read, sometimes very critically, and some- 
times—it all depends on whether we approve of what it says. 

But this editorial, the subject is “The Forgotten People,” and they 
go into what I have just discussed. I would like to have it printed in 
the record. 

The CuatrMan. If there is no objection, it is ordered. 

(The editorial referred to is as follows:) 



































{Wall Street Journal] 


REVIEW AND OUTLOOK 






THE FORGOTTEN PEOPLE 












Almost everybody is now familiar with the fact that when the monetary 
authorities take to the printing press the victims of this generosity are the citizens 
of modest means who depend on their insurance, their pension funds, and their 
personal savings to safeguard their future. 

Almost everyone, that is, except some politicians. If, in President Roosevelt’s 
solicitous phrase, there are any forgotten men, they are the ones who during his 
administration were beguiled by the dream of ‘“‘How to Retire on $100 a Month” 
and, let us say, entrusted their savings to the bonds his Treasury was then selling 
in large number. Those people, at any rate, have learned the difference between 
money and a paper dollar. 

Curiously, these are still the forgotten people. Today the villain of many a 
politician is something called hard money, meaning simply that of late the supply 
of it has been kept fairly stable while the demand for it has been growing. Result: 
Those who would borrow must pay a higher price. 

To a great many politicians this is just a nefarious plot to enrich somebody 
called the bankers. It is supposed to be all the fault of the Government’s mone- 
tary policy—why is it so stingy about printing dollar bills?—and it is supposed to 
be a terribly wicked thing to do to the little people. 

That is one reason why we hope some attention will be paid to the remarks of 
Secretary Humphrey to the Senate Finance Committee. Among other things, 
Mr. Humphrey reminds the Senators that not all ofgtheir constituents find hard 
money a hardship. 
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Most people are savers as well as borrowers; unlike their Government, the 
generality of Americans still attach some virtue to thrift. Many people have 
savings in bonds of the Government of the United States. Many have their 
money in banks, in savings and loan associations, and in insurance annuities. 
Many are taking a part of today’s pay in contributions to pension funds for the 
future. 

As far as these citizens are concerned, the bankers, the insurance companies, 
and the managers of the pension funds are trustees. But the real trustees are 
the Government’s managers of money, including the Secretary of the Treasury. 
The bankers, the insurance companies, and the pension managers will pay out 
dollar bills tomorrow, as scheduled. The value of those future dollars depends 
on the money managers. 

Mr. Humphrey points out, as is true, that these citizens may profit directly 
from higher interest rates; the brokers of money will pay the citizen more to save 
his money. But that is only a small part of the point. The real gain is not in 
the higher interest rate itself, but in the reason for the higher interest rate— 
namely, the fact that so far the money managers have resisted the temptation to 
make money cheap by cheapening it. 

Governments being what they are, we cannot say how long that resolution will 
be held. But at least the Senators have learned there is one Government official 
who remembers their forgotten constituents. 


Senator Martin. Mr. Secretary, of course we have, on the other 
side, the number of borrowers. These others are pretty generally 
savers. 

Of course, there is much duplication in this, but I feel it is only 
fair that it be inserted in the record. 

There are 121,209,300 who we would term as borrowers in our 
country. Of course, they are interested in a low interest rate; but, 
on the other hand, Mr. Secretary, should they not also be interested 
in stability—that when they arrange a loan, they figure the future is 
stable? 

Secretary Humpnrey. I think that stability is a very great benefit 
to all of the people, with the possible exception of very agile specu- 
lators. 

Senator Martin. I feel that is a very true statement. 

Yesterday, Mr. Secretary, my good and distinguished friend from 
Oklahoma spoke about banks requiring the borrower to keep a 
certain percentage of the loan that he receives in the bank. 

Is that not just a business practice which has gone on over the 
years? It is not just forced, but if a man expects to get accommoda- 
tions from a bank, he is expected to do his business at that bank? 

Secretary Humpurey. That is correct. It has been in vogue for 
a long time in varying degrees. 

Senator Martin. Yes, that is correct; there is no question about 
that. 

Now, Mr. Secretary, we will take up another line. 

Is it not true that the total supply of goods and services did not 
increase as fast as the total supply of credit and money which entered 
the market for those goods? 

Secretary Humpurey. | think that is right. 

Senator Martin. In the current market, products and services 
enerally are scarce only in the sense that they cannot be bought at 
ower prices or those of a year ago? 

Secretary Humpurey. Well, wherever prices have advanced, of 

course they cannot be bought for the same prices they had a year ago, 
and that affects a lot of goods. 
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Senator Martin. The price of goods has gone up because of in- 
creased costs of wages, raw materials, transportation, and so forth; 
is that not correct? 

Secretary Humpurey. I think cost is at the bottom of it, and cost 
and demand are the two things, I think, that most largely affect 
price. 

Senator Martin. Inflation should not be applied to any particular 
product or products, but relates to the whole economy, all types of 
goods, and so forth? 

Secretary Humpurey. That is what we are talking about; yes, sir. 

Senator Martin. Mr. Secretary, I have some statistics taken from 
the June issue of Economic Indicators; and I would like at this time, 
Mr. Chairman, to read these and ask the Secretary to make whatever 
comment he may desire to make. 

Gross national product increased from $390.9 billion in 1955 to 
$412.4 billion in 1956, and $427.1 billion rate in the first quarter of 
1957, a 9.3 percent increase in the period from 1955 to the first quarter 
of 1957. 

Personal consumption expenditures increased from $254 billion in 
1955, $265.7 billion in 1956, and $275 billion rate in the first quarter 
of 1957, an 8.3 percent increase from 1955 to the first quarter of 1957. 

Compensation of employees increased from $223.2 billion in 1955, 
to $239.1 billion in 1956, and $248.7 billion rate in the first quarter of 
1957, an 11.4 percent increase, 1955 to first quarter 1957. 

Disposable personal income increased from $270.6 billion in 1955, 
$286.7 billion in 1956, to $295.4 billion rate first quarter 1957, a 9.2 
percentage increase, 1955 to first quarter 1957. 

How do these rates of increase compare with actual production 
rates of goods and services covered by the Consumer Price Index? 

Secretary Humpurey. Well, you mean how does the increase in 
wages and total income compare with the increased production? 

Senator Martin. If you want to compile that and put it in the 
record 

Secretary Humpurey. I think that is what we had better do, 
because this will take a little computation, Senator, to figure it out. 

Senator Martin. I think it is very important the committee have 
it when we go 

Secretary Humpnrey. If we may do so, we will figure it out and I 
will bring it back and put it in the record. 
(The information referred to is as follows:) 
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Senator Martin. While the means taken to check inflation have 
helped to cause rising interest rates and increase the total interest 
outlay of the Federal Government, is it not practically certain that 
the checking of inflation has saved the Government much more money 
in its other expenditures than it has had to pay out in additional 
interest? 

Secretary Humpurey. Many times. 

Senator Martin. Is this not true, also, of nearly all other borrowers, 
including State and local governments, business concerns, and 
individuals? 

Secretary Humpurey. It is true for everyone. 

Senator Martin. Should not special measures designed to sustain 
or stimulate particular parts of the economy be reserved largely for 
use in times of lessened business activity? 

Secretary Humpurey. What is that? 

Senator Martin. Should not special measures designed to sustain 
or stimulate particular parts of the economy be reserved largely for 
times of lessened business activity? For example, Mr. Secretary, 
many have advocated over the years that Government ought to do 
its work when things are down, and, when things are up, should 
leave that for individuals and private industry. 

Secretary Humpurey. I think, of course, it is always helpful if 
Government expenditures, such as can be postponed, do not compete 
in times of high activity in the private economy, because it simply 
puts that additional pressure on the private economy. 

That does not mean that you can suspend Government operations, 
but it does mean that anything the Government can do toward leveling 
out its own activities is a very helpful thing, because it removes part 
of the competition for men and materials and money. 

Senator Martin. There was a school of thought in governors 
conferences several years ago, and you will note that the President, 
in speaking to the governors conference Monday evening, suggested 
that, if the States would assume some of these liabilities, it would 
decrease the cost to the Federal Government. 

Of course, the unfortunate part is, the Federal Government has the 
choice of taxes, and then what is left goes back to the States and the 
local government. That is an unfortunate situation. 

A few years ago—they are talking now about a conference—the 
chairman and myself and a few others met in conferences for 2 or 3 

ears, I think, Mr. Chairman, trying to work out something along that 
ine, but it was most difficult to accomplish anything. I am not sure 
but that you, too, Senator Kerr, might have been on that conference 
at one time. 

Mr. Secretary, is it not ture that interest rates have risen materially 
in other countries as well as in the United States? 

Secretary Humpnrey. It is true. 

Senator Martin. Is it not true that higher interest rates benefit 
millions of savers, both as to interest returns and protection of savin 
from depreciation resuJting from inflation? We discussed that a little 
in detail, but I wanted to 

Secretary Humpnrey. That is true; yes, sir. 

Senator Martin. It is helpful, really, as to both? 

Secretary Humpnrey. That is right. 
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Senator Martin. Do changes in interest rates in themselves have 
much effect in restraining or stimulating borrowing by business 
concerns? 

Secretary Humpurey. Over a period of time, I think they do. 
None of these things are effective immediately. There is a lag in the 
effect that they have, and, over a period, they will become effective. 

Senator Martin. Would a material increase in savings relieve 
tight-money conditions? 

Secretary Humpnrey. It would. 

Senator Martin. Have the actions of the Federal Reserve and the 
Treasury encouraged or discouraged savings? 

Secretary Humpurey. We are trying to do everything we can to 
encourage savings. We believe that our activities are encouraging to 
savings. We think we have the conditions under which the stimula- 
tion of savings is best promoted. 

Senator Martin. Mr. Secretary, do you think a year-by-year 
inflation of 2 or 3 percent would discourage savings? 

Secretary Humpurey. Well, Senator, I do not believe that there is 
any way you can have a creeping inflation. I just do not believe 
there is any power which will permit you to be just a little bit inflated 
all the time. I think, if you pursue that course, and unless you 
attempt to reverse that course, it will get beyond control. 

It has been the history of every country in the world, so far, that 
it has been impossible to have just a little bit of controlled inflation. 

Now, over a long period of time, prices may rise. But what usually 
happens is that the quality and kind of goods so change that it is 
almost impossible to get longtime price comparisons. 

Senator Martin. Of course, Mr. Secretary, there are a lot of indi- 
viduals, corporations, and so forth, that like easy money. For ex- 
ample, we talk about housing. Men who are building houses now are 
complaining of tight money because, of course, if we have easy money, 
their sales are easier. I am just using that as one example. There 
are many others. 

Secretary Humpurey. If you could just have the benefits of easy 
money without the obligations and the detriments of easy money, 
why, of course, eve rybody would like it. 

Senator Martin. Just like everybody now wants to curtail, they 
say, Federal expenditures. They want to reduce the budget. But, 
in my letters, I get a very good letter to reduce expenditures, and then 
in the last paragraph, ““But we need de 

Secretary HumpHrey. “But not for me.” 

Senator Martin. ‘We need to build a dam here for flood control 
on this,’”’ and I am talking about Pennsylvania people now; I am not 
referring to anybody else. Would not, if we had a little inflation 
every year, would that not make it harder and harder to finance the 
public debt? 

Secretary Humpnrey. It would. I think controlled, creeping infla- 
tion is just an idle dream. 1 do not think you can control it to have 
it come out that way. And I think it is a good deal like taking just 
a little dope. 

Senator Martin. One highball may not be so bad, a lot of doctors 
prescribe that; but when a fellow takes several, he is in trouble. 

Senator ANDERSON. What was the answer? I did not hear you. 
[Laughter.| 








ave 
LeSs 


the 
Ve. 
eve 


the 


| to 
r to 
ula- 


ear 


eis 
eve 
ted 


you 


hat 
ion, 
ally 
t is 


idi- 


are 
ley, 
lere 


asy 
ley, 


hey 
Sut, 
hen 


trol 
not 
‘ion 
the 


fla- 
ave 
just 


tors 


you. 


FINANCIAL CONDITION OF THE UNITED STATES 243 


Secretary Humpurey. I think the answer should be, the witness is 
disqualified. [Laughter.] 

Senator Martin. Mr. Secretary, do you believe the average saver 
is just as interested in maintaining the value of his savings as he is in 
the interest rate he will earn, or even more so? 

Secretary Humpnrey. He is even more so. 

Senator Martin. Mr Secretary, has your Department ever figured 
the real net return to investors, say, on E-bonds or any other bonds, 
Government or private, taking into account also the effect of inflation? 

Before you answer that, I would just like to use this illustration: 
A $750 investment in May 1942, was to mature in May 1952, with a 
value of $1,000, or an effective interest rate of 2.9 percent. 

In 1952, what do we find? To get an equivalent value to the $750 
of 1942, the investor would have to get about $1,400, but he got 
$400 less. Also, out of the $250 cheaper dollars earned as interest, 
the lowest income-tax payer would have had to pay about $50 in 
income tax. So he actually only got $950, compared to $1,400 
necessary to equalize his $750 investment value in 1942. 

The $950 repayment represents about a $450 loss in real purchasin 
power. It figures out that that investor, instead of making a rea 
rate of return of 2.9 percent on his investment, that small investor 
has lost about 2.9 percent a year, instead of a gain. 

Secretary Humpurey. Well, I think that again, if we might have 
the privilege of checking it out, it would be desirable. 

Senator Martin. If that is agreeable with the chairman. 

Mr. Chairman, I have been talking about the high cost of Govern- 
ment and of inflation, and a young farmer stopped me some time ago 
and said, ‘I would like to give you a good illustration.” 

He said, “Ten years ago, I bought a bond, paid $750 for it. The 
other day I cashed it, and got my $1,000. When I bought that bond 
in 1942, I could have bought a Ford car or Chevrolet. Now,” he 
said, “it won’t buy half of a Ford or Chevrolet.” 

And I thought it was a very, very good illustration of what inflation 
does to us. 

But you will give us your calculation? 

Secretary Humpurey. I will. 

(The information referred to is as follows:) 

The attached table illustrates the net effect of inflation between May 1942 
and May 1952 on the purchase of a series E savings bond—or any other fixed 
dollar obligation, like a corporate bond, a municipal bond, or a savings account. 


Restoration of confidence in the purchasing power of the dollar is an added 
incentive to save in all of these forms of investment. 


Effect of inflation on a $750 investment at 2.9 percent made in May 1942 and maturing 
in May 1952 


Without Consumer | Adjusted for 
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Senator Martin. Mr. Secretary, I think we have this, but I think 
it is important to have it clearly: 

How many holders of E bonds do we have? 

Secretary Humpurey. I think it is about 40 million. 

Senator Martin. I think that is right. I think that is what we 
have. 

Mr. Secretary, do you not think these investors are far more in- 
terested in protection of the capital investment than in the cheap 
money, low interest rates, advocated by many? 

Secretary Humpurey. Well, I believe it is far better for them. 

Senator Martin. When they would understand the situation as to 
what it means, they would be much more interested in their invest- 
ment than they would be in the interest rate? 

Secretary Humpurey. In the stability of their investment. 

Senator Martin. That is right. 

Secretary Humparey. Yes. 

Senator Marrin. Mr. Secretary, is it not the purpose of restrictive 
monetary and credit control to protect these savings as well as all 
other savings? 

Secretary Humpnurey. That is the purpose of it. 

Senator Martin. Does not the experience after World War II 
teach us artificially induced low interest rates and swollen credits at 
any time, must be paid for by inflation? 

Secretary Humpurey. I believe that is mere 

Senator Martin. Is this not, in effect, a kind of de frauding of all 
who make savings provisions of any kind? 

Secretary Humpurey. Well, it is an injury. I do not know that 
you can say there is a fraud, but it certainly is an ae y. 

Senator Martin. I am using the word ‘‘fraud’’ because a very fine 
economic commentator made the statement, I just read it last night, 
that he considered it the greatest swindle that was ever imposed upon 
the American people. 

Now, I would not want to go that far, but it shows how many 
people are beginning to think about these things. 

Mr. Chairman, I am having a tabulation or an estimate made 
which will show the many billions, several hundred billions, perhaps, 
which have been lost by all who have saved since the inflation began 
in the early 1940’s to date, and I hope I may present it to the com- 
mittee and for the record. The effect of inflation upon millions of our 
citizens is appalling to contemplate. 

[ would like to submit it at a later date. 

Mr. Secretary, have you any comments to make on the large num- 
bers of bankruptcies which have been referred to in these hearings? 

Secretary Humpnrey. No; I think not. I think that the bank- 
ruptey and failure figures were brought out. Most of these bank- 
ruptcies weren’t business failures. 

There are other failures than just business failures. And I think 
we had those figures all put in the record the other day. 

Senator Martin. Mr. Chairman, I appreciate your courtesy in 
permitting me the opportunity of examining the Secretary of the 
‘Treasury. 

And, Mr. Humphrey, I want to thank you for your help and, I 
think, the fine and intelligent manner in which you have answered 
these inquiries. 
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Mr. Chairman, in my opening statement I said that I hoped this 
committee, and I felt that we would because we represent so many 
different ideas of political philosophy and things of that kind, that we 
would get together and make some recommendations which would be 
helpful to our country. 

Because the fact is, Mr. Chairman, the greatness of our country, 
the reason we have been able in less than 200 years to clear out a 
wilderness, to cut the timber and put it into useful purposes, to explore 
the mines, to build bridges across these great rivers, it has all been 
done because the people had an incentive to save their money and to 
put it into things that would be useful for all our people. 

Mr. Chairman, there never has been anything like it in the world. 
And, personally, I feel that it is because of the free economic policy 
that we have enjoyed in our country. 

Of course, we have had a hard-working, thrifty people, and again, 
I feel that we will be able to make some recommendations which may 
be helpful in stabilizing our economy. 

Personally, I feel that the great danger in our Nation today is too 
much government. We have too much government at all three 
levels, the Federal, the State, and local. But it is largely because 
the people demand it. 

In our country, it is we, the people, who are the Government. And 
if we can arouse, in this committee work, if we can arouse a greater 
interest in the financial condition of our country, and the individual 
responsibility, I think this hearing will be very well worth while. 

Thank you very much. 

The CuarrMan. Thank you, Senator Martin. 

The Chair recognizes Senator Frear. 

Senator Frear. May I inquire of the chairman how long we will 
run or propose to run today? 

The CuHarrMAN. We will run so long as the situation in the Senate 
permits. There will not be an afternoon session. 

Senator Frear. We will not have an afternoon session? 

The Crarrman. There will not be an afternoon session. I have 
not been advised as to whether there will be a calendar call. 

If they call the calendar, I assume we can run until noon. 

Senator Frear. Mr. Chairman, I hate to delay this, but would you 

ermit me a few minutes to take some figures over the telephone 
adore testimony, with the permission of the Secretary? 

Senator Bennett. Mr. Chairman, I suggest we take a 10-minute, 
seventh-inning stretch. 

(Short recess.) 

The CHarrMan. The committee will come to order. 

The Senator from Delaware, Senator Frear, is recognized. 

Senator Frear. Mr. Secretary, before starting to ask my few 
questions, I want to reiterate a statement I made on previous occasions, 
and that is that I have great respect for your ability in business, your 
devotion to America, and as Secretary of the Treasury. 

In spite of our differences, I believe you have made an outstanding 
and enviable record as Secretary, and personally, I am sorry that you 
are resigning. 

Last Wednesday, I believe, you stated in your testimony during 
Senator Byrd’s questioning that, and I quote: 


Pressures of inflation increased during the last 12 months due to higher income 
and greater desires for goods and services. 
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Is it not true that there is a surplus in most all goods, especially 
farm products, automobiles, most types of steel, household appliances, 
soft goods, and others? 

Secretary Humpurey. They are beginning to be looser, in freer 
supply all along the line. 

Senator Frear. You did give to the Senator from Oklahoma yester- 
day, I believe, those goods that were not in surplus. 

Secretary Humpurey. I gave him a list of various things that had 
not been in surplus, and various dates when they were not. 

Over the past 3-year period, I think. 

Senator Frear. Yes, sir. 

If lremember correctly, during the hearings on the Internal Revenue 
Code of 1954, when you appeared before this committee, you testified 
that it was your opinion, | believe, that in lieu of increasing personal 
income taxes as a reduction to taxpayers generally, you thought it 
better to give a reduction in taxes to corporations or to large businesses 
in order that that money might be used to increase the facilities of 
production of this country. 

Secretary Humpnrey. Well, Senator, the tax reduction at that 
time was largely to individuals. It also went clear across the board. 

Now, I think perhaps the testimony you are referring to might be 
at the time we took off the excess-profits tax. You remember that 
was scheduled to come off first under existing legislation. 

But you see, the corporation tax was not reduced. The taxes 
reduced were the individual taxes. 

Senator Frear. I am going to get into taxes a little bit later i 
your testimony. 

Secretary Humpurey. I am talking about rates. 

Senator Frear. Later in your testimony. 

What I am trying to gather now is this: Is it or is it not true that 
it was your opinion at that time that in lieu of greater tax reduction 
to the individual, we should take into cognizance that if we do give 
any tax reduction, it should go to the people who have facilities for 
increasing production? ? 

Secretary Humpurey. Well, I do not know that I can recall the 
figures now, but just roughly, that was about $7 billion of tax reduc- 
tion involved. 

Senator Frear. Let us not get into that, Mr. Secretary. 

Secretary Humpurey. Now, you 

Senator Frear. Really, I want to get down to questioning on that, 
and I am afraid this will not bring out the point I am leading up to 
right now. 

Secretary Humpurey. I think perhaps what we had better do is 
to—if you want to get into the tax field—I might get Dan Smith to 
come in, who has all these figures. It is aw fully hard for me to try 
to keep them in mind for 2 or 3 years. But, as I recall it 

Senator Fruar. I am going to ask you questions on the $7.5 billion. 

Secretary Humpnurey. I can only answer you by giving you, as 
nearly as I can 

Senator Frear. This is your theory or opinion? 

Secretary Humpurey. No. 

Senator Frear. If I am wrong in that, I want to be corrected. 

Secretary Humpurey. You are wrong in that. I favored a tax 
a all across the board. I have favored an individual tax re- 

uction. 
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We did not have a corporate tax reduction in rates. I favored 
individual tax reductions across the board. 

Senator Frnar. Yes, sir. 

Secretary Humpurey. I figured if we did have an excise tax re- 
duction, then I figured we ought to have some readjustments in the 
code for particular hardships which affected both individuals and 
businesses. 

Senator Frear. Yes, sir. 

Secretary Humporuey. Now, that was by far the smallest part of 
the total reduction. That was about, as I recall it, all of the reduc- 
tions in the code revision—all of the readjustments benefiting both 
gaa and businesses—totaled about $1.4 billion out of the $7 
billion. 

Senator Frrear. Do you recall—I think it was between you and 
myself, Mr. Secretary—when we were debating the advantages and 
disadvantages of raising the personal exemption on income taxes? 
The Democrats were in the minority and I was sitting over on that 
side; the light was pretty hard on my eyes over there and I was not 
quite sure of the reflection of your face at the time. 

Secretary HumpHrey. Oh, yes. 

Senator Frear. And I thought it was your statement, or your 
opinion, at the time, rather than raising the personal exemption, that 
if and when we were going to give some tax easement it might first be 
applied to the producers of goods. That was general. 

Secretary Humpurey. No, that was the last thing that was applied. 

Now, I objected to the increase in the exemption, and I still object 
to that. 

I think that the proper method of tax reduction relates to rates, and 
I think that rates are the first things to be investigated. 

I think that any tax reduction, any proper tax reduction, should go 
all across the board. It ought to affect every single taxpayer, and 
every single taxpayer ought to have his share of whatever is done. 

Senator Frear. Yes, sir. 

Well, in your refuting that piece of legislation or in your objections 
to that piece of legislation, did you in any way state that you thought 
some relief should be given to the producers of supplies and materials? 

Secretary Humpnurey. [| think one of the things to be taken into 
account in balancing out an across-the-board reduction, is the things 
that will stimulate further activity. 

That is one of the elements to consider. 

Senator Frear. Was it not your opinion at that time that we had 
quite a large reservoir of money in the hands of people that they 
wanted to spend, and without an ample supply of products and sup- 
plies and other manufactured goods in this country, that it would 
tend to inflate, because they would be bidding against each other for 
these materials and goods that were available, and rather than to 
have it that way, that is bidding against each other, it might be better 
to increase the production of this country to avoid it? 

Secretary Humpnrey. Well, of course, I think that we must look 
forward in this country to increasing our facilities. We must look 
forward to increasing jobs; to make more and better jobs is one of the 
principal objectives of this country, and by having more and better 
Jobs, that is the best way to get more money in the hands of the people. 

Senator Frear. Also during that time, during those hearings, I 
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believe we had the rapid amortization before us, or at least it was 
discussed at that time—— 

Secretary Humpurey. No. I think you are thinking the right 
line, but using the wrong words. It was not rapid amortization. That 
did not come up at that time. That was all done prior to that time, 
and I was objecting to it, not as part of the law, but in its application. 

What we were talking about was a revision of the depreciation. 

Senator Frear. Yes. We did have—— 

Secretary Humpurey. We did revise the method of depreciation, 

Senator Frrar. Yes, that was in that code. But during the debate 
on that, was not rapid amortization brought into the picture at that 
time? 

Secretary Humpurey. No. 

Senator Frear. You do not recall it? 

Secretary Humpnurey. I do recall there was no change in rapid 
amortization at that time at all. 

Senator Frear. Mr. Secretary, I recognize that perhaps there was 
not any change in that, but during the hearings and during the debate, 
did we not discuss rapid amortization at that time? 

Secretary Humpurey. Well, I really do not recall it. I doubt it, 
Senator, because it was not a subject that would be germane to the 
issue at all. 

Senator Frear. Sometimes we get off the track a little bit. [Laugh- 
ter. | 

Secretary Humpurey. I stand corrected to that extent. 

Senator Frear. But you do not recall any discussion on the rapid 
amortization? 

Secretary Humpurey. No, I do not recall it. 

As I recall, the situation with rapid amortization was this: That 
a was passed in connection with the war, and it was for the purpose 
0 

Senator Frear. Which war? 

Secretary Humpurey (continuing). Of providing war materials. 

Senator Frear. Which war? 

Secretary Humpurey. It was during the Second World War, I 
believe, that it started. 

Senator Frear. Yes, sir. 

Is it not true that we had a rapid amortization or something similar 
to that in depreciation in World War I, and the World War IT situa- 
tion was somewhat similar to what we had done in World War I? 

Secretary Humpurey. As I recall it, in World War I, it was done 
in quite a different way. And then in World War II we had the rapid 
amortization, and then I took the position, I think, before this very 
committee, Mr. Chairman, with the chairman’s backing, that that 
should be curtailed, that it had outlived its usefulness and we ought 
to curtail rapid amortization, and we went to work about 3 years ago 
to curtail it, and we have curtailed it very materially since then. 

Senator Frear. That was the theory of depreciation that we had 
in World War I and World War II, was it not? 

Secretary Humpnrey. No. This rapid amortization was a special 
provision that was outside 

Senator Frear. When did that come into effect? 

Secretary Humpurey. I will have to look up the date of that. It 
was a war measure, and I will find the date and give it to you. (The 
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emergency amortization during World War II was authorized by the 
Second Revenue Act of 1940, approved October 8, 1940.) 

Senator Frear. Yes, sir. 

Now, what did we do to that act in the Revenue Code of 1954? 

Secretary Humpurey. We did not touch it, as I recall, Senator. 

Senator Frear. Did we do anything to it between World War II 
and the revenue code change to it? 

Secretary Humpnrey. It was reenacted in the Revenue Act of 1950 
for the Korean conflict. Perhaps the chairman can help me. But I 
do not recall any change in that law at all except what we did, which 
I instigated, to reduce it, to reduce its application and its use because 
I thought it was no longer useful, and it had outlived its original 
purpose, and I recall no change proposed in that law in any way until 
the chairman introduced a bill here about 2 months ago to curtail it. 

Senator Frear. When did it get the name “rapid amortization’’? 

Secretary Humpurey. At the time enacted. 

Senator Frear. It is depreciation? 

Secretary Humpurey. No, it is not depreciation; it is rapid amor- 
tization to stimulate increased productive capacity. 

Senator Frear. It was done for a specific purpose? 

Secretary Humpurey. That is correct. 

Senator Frear. As I understood it, it was to stimulate the effort 
on the part of some of our people to produce war materials. 

Secretary Humpurey. That is exactly right. 

Senator Frear. And it was mainly for erecting buildings or making 
machines or something that would be of no use to the domestic econ- 
omy of the country and only for war purposes? 

Secretary Humpurey. That was the original understanding. 

Senator Frear. That was the original understanding and that 
continued on during the Korean war? 

Secretary Humpnurey. Yes, it did. 

Senator Frear. And it has been practically the same except for 
the modifications, as you suggest and the chairman has suggested 
since that time? 

Secretary Humpurey. That continued on until we started its cur- 
tailment about 3 years ago in practical application, and closed out one 
goal after another until it was reduced to say 15 goals or something 
of that kind from a great many, thus reducing its scope to very insig- 
nificant amounts, at the time the chairman introduced a bill of his in 
the Senate here about 2 months ago, 3 months ago. 

Senator Frear. Yes. 

_ Secretary Humpnrey. Restricting it to about its present applica- 
tion. 

Senator Frear. What is the difference between the rapid amortiza- 
tion which requires a certificate from the ODM and the changes in 
depreciation that were made in the Revenue Act of 1954? 

Secretary Humpurey. Well, it is quite different. The depreciation 
changes were a method simply of computing the timing on when you 
got your money back on an investment you had made, that applied to 
everybody. 

Senator Frear. Yes. 

Secretary Humpurey. Now, the rapid amortization applied only to 
special people who were awarded certificates that came within the 
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terms of a narrow law. But the depreciation provisions applied to 
everybody. 

Senator Frear. And the rapid amortization can only be accom- 
plished through certificates of the ODM? 

Secretary Humpurey. That is correct. 

Senator Frear. But—— 

Secretary Humpurey. Under circumstances prescribed in that law. 

Senator Frear. Yes. I think they are circumscribed, maybe not 
too adequately. 

Secretary Humpurey. That is what I thought. 

Senator Frear. Now, the depreciation schedule as it was passed in 
the Revenue Act of 1954, did you approve that? 

Secretary Humpurey. Yes, I did. 

Senator Frear. Do you think either of these acts, because of the 
utilization at that time, is the cause now of any shortages or over- 
supplies? 

Secretary Humpurey. You mean either shortages or oversupplies? 

Senator Frear. Yes, sir. In your opinion, which way did it react, 
if it had a reaction? 

Secretary Humpurey. Well, I think the rapid amortization stim- 
ulated production of goods that were originally intended for war 
purposes. 

You see the great difficulty of that law was when you get into a 
war there are a great many things that are applicable to or necessary 
for the conduct of a war which are not just shells and guns. There 
are Many necessary things in a war economy. So that there were a 
number of things of that kind that were stimulated. 

On the other hand, there were a great many other things that are 
desirable in the economy that could not participate in it “at all and 
that got no benefit from it. So that you had a cleavage between the 
people who could get it and the people who could not get it. 

Now, while you are fighting a war, you wanted to stimulate the 
people who were helping particularly with the war, but to carry that 
on after the war and to have a prejudice against a large number of 
people who could not get the benefit, and yet who were active in the 
economy, I thought was improper, ‘and, therefore I fought for the 
curtailment of its applic ation, which was accomplished. 

Now, depreciation is entirely different. Depreciation applies to 
eve rybody all the time. That is a part of your regular accounting 
procedures, and the only change that was made in ‘the de .preciation 
was to permit it to be taken in the early stages over a somewhat 
shorter period by an alternate system. You could do it either w ay. 
You could take it in the regular way or you could speed it up and 
take it a little faster in the earlier periods than in the later periods. 

Senator Frear. That application is general, as you have stated, 
just like the proposed application for tax reduction by giving an 
increase in personal exemption; is it not? 

Secretary Humpurey. That goes to everybody. 

Senator Frear. It is across the board? 

Secretary Humpurey. That goes to everybody in business, It is 
across the board. 

Senator Frear. And you approve of the first but not the second? 

Secretary Humpnrey. When you are giving tax reduction, I think 
you should cover everybody as widely as you possibly can. 
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Senator Frear. Mr. Chairman, if you will permit me, I have 
several more questions in my mind regarding this, but I want to be 
sure of a few facts before continuing in this vein. May I proceed with 
other questions I have and come back to these later if we run over? 

Secretary Humpurey. Fine. 

Senator Frear. If that is agreeable to you. 

The CuHaiRMAN. You may ask questions in the order you choose, sir. 

Secretary Humpurey. Fine. 

Senator Frear. I did not want to interrupt the train of thought of 
the Secretary. 

Secretary Humpurey. Well, that is all right. 

Senator Frear. I shall try as best I can, Mr. Secretary, to follow my 
questions in the manner in which they were presented in your state- 
ment of June 18 before this committee. You have a copy, if you want 
to follow it, it might be better. 

I am referring to your statement presented to the committee on 
June 18, 1957. 

Secretary Humpurey. Yes. 

Senator Frear. And all questions, when I refer to the statement, 
will mean this one, sir. 

Secretary Humpurey. That is right. 

Senator Frear. You have family income at $5,200 as of the aver- 
age. That is the first line. 

Secretary Humpurey. Yes. 

Senator Frear. Does that include farm families? 

Secretary Humpurey. I believe it is all families. 

Senator Frear. That is all families? 

Secretary Humpurey. Yes. 

Senator Frear. Now, you stated farm income per worker. That 
is in the second full paragraph, farm income per worker last year was 
$1,762. 

Secretary Humpnurey. Yes. 

Senator Frear. Why did you use “worker” in the paragraph 
referring to farmers when you did not in the overall? 

Secretary Humpurey. Well, it is because it is that way in the 
tabulations, in the tables. 

Senator Frrear. Which does it mean, sir? 

Secretary Humpurey. Well, it is just what it says. It gives the 
farm income per worker. 

Senator Frear. Well, what was the farm income per family in 
1952? Was it $1,862 or $5,200? That is what I am trying to deter- 
mine. 

Secretary Humpurey. Is what? 

Senator Frear. Which of those two figures was it? 

Secretary Humpurey. $5,200 is every family. That is in the 
tabulation, that shows of all families in America. 

Senator Frear. Then there were more workers in the farm family 
than in the industrial family? 

Secretary Humpurey. Well, not necessarily. You see, there is 
an average figure. This does not say that every family has it. So 
there are families below this and there are families above it. 

Senator Frear. Then the $5,200 applies to all families? 

Secretary Humpurey. That is correct. 
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Sena... «REAR. But when we get down to the other, the farm 
income per worker was $1,862. That is per worker? 

Secretary Humpurey. That is per farm worker. 

Senator Frear. But the farm income per family averaged $5,200? 

Secretary Humpurey. No, not the farm income. That is both city 
and farms, all the families. 

Senator Frear. Yes, sir. Well, that is what I meant to say, if I 
did not put the question properly. 

Secretary Humpnurey. Now, perhaps the farm income per family 
might have been the same as the farm income per worker and the 
average would still be this as it is offset by higher city family earnings. 

Senator Frear. That is what I want to find out. 

Secretary Humpurey. Or maybe there are two workers in the 
family. The two figures are not comparable because the two tables 
are not comparable. 

Senator Frear. Yes, sir. I am trying to understand them. 

Secretary Humpurey. I do not know how we can get them com- 
parable because the figures in the tables are not comparable figures. 

Senator Frear. If it is within the realm of possibility, and not too 
much trouble, would you give me the average farm family income? 

Secretary Hympurey. We might get that from the Department of 
Agriculture. I do not think you can get it out of these figures, but 
we might get it from them. We will see. 

When the following was subsequently received for the record it was 
further discussed. (See p. 271.) 

DEAR SENATOR ANDERSON: In answer to your question this morning as to esti- 
mates of farm income per worker and operators’ net per farm income, the Eco- 
nomic Report of the President, transmitted to the Congress January 23, 1957, 
has a summary table on income of the farm population, 1929-56, which shows 
farm income per worker as $1,711 for 1955 and $1,862 for 1956. The 1956 figures 
especially were based on such preliminary materials as were available to us 
through December at the time, but such changes as we have made since or have in 
prospect indicate that these are still relatively good figures, with much of the 
increase in 1956 accounted for by the fact that the estimated average number of 
farmworkers fell from 8,237,000 in 1955 to 7,869,000 in 1956. 

The economic report for January 1957 also carried a preliminary estimate of 
operators’ net income per farm of $2,268 for 1955 and $2,422 for 1956. These 
figures relate to about 5 million farms in 1955 and to about 4,900,000 farms in 1956. 

I have not been able to check the figure of some 7 million farm families which 
you indicated had been mentioned to you by someone recently. Our estimate as 
of March 1956 was 4,900,000 farm-operator families and 700,000 farm-laborer 
families, making a total of about 5,600,000 farm families. 

Meanwhile, all of the above figures are of course necessarily tentative and will be 
subject to some slight changes when we issue our revised farm income estimates 
based on a complete summary of sales, inventory, and such other check data as we 
have been able to obtain over the last several months. 

These revisions will be released on or about the 16th of July. 

Yours very sincerely, 
O. V. WELLS, Administrator. 


Senator Frear. Now, in your statement you say: 

The record of the past 4 years is also one of increased leisure. There has been 
a 19 percent increase in the amount of time Americans took for their vacations. 
My question is, Mr. Secretary, Does this include Members of Congress, 
the Cabinet, and the President? [Laughter.] 

Secretary Humpurey. I think, Senator, it includes everybody but 
the Secretary of the Treasury. 

Senator Frear. That is a fair answer. [Laughter.] 
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Secretary Humpnrey. I know it does not work for me, and I will 
even include the Senators in that too. 

Senator Frear. Well, 1 wanted you to, sir. 

In the second paragraph on page 3 you mention substantial con- 
traction in defense expenditures. It is the third line. 

Secretary Humpurey. Yes, sir. 

Senator Frear. What were expenditures for defense in fiscal years 
1956, 1957, and 1958 estimated? 

Secretary HumMpurey. Well, the contracting was done before that. 

Senator Frear. Yes, sir; but this is—I see. 

Secretary Humpnrey. You see, if you go to 1953, the expenditures 
were $50 billion. Then they came to $47 billion, then to $40 billion, 
then to $40 billion, and then to $41 billion, and now to $43 billion. 

What this is referring to, Senator, is the fact that we dropped down 
from a level that we had been at during the Korean war. 

Senator Frear. That is acknowledged 

Secretary Humpurey. And the economy withstood that. 

Senator Frear. That is acknowledged, Mr. Secretary. My ques- 
tion: Is not 1958 higher than either 1956 or 1957? 

Secretary HumpHrey. Oh, yes. 

Senator Frear. That is your estimate? 

Secretary Humpurey. That is correct. 

Senator Frear. And that is the alarming part of it, that it is on 
the increase, but that is a fact; is it not? 

Secretary Humpurey. That is a fact; ves, sir. 

Senator Frear. In your statement you state: 

This great widespread confidence of the people in the preservation of the 
individual freedom of choice, in their jobs— 
and so forth. Do you have that, sir? 

Secretary Humpurey. Oh, yes. 

Senator Frear. Do you think the right to work is a preservation 
of individual freedom of choice? 

Secretary Humpurey. Well, I do not know just what you mean. 
I think this: that in this country, you can work where you want to 
work, You pick the job, you pick the places where you want to go, 
the kind of work you want to do. That is the thing you cannot do 
in Russia, and it is the thing you cannot do in a lot of other countries. 

Senator Frear. Yes. But I would rather 

Secretary Humpurey. I would say generally an American has a 
freedom of choice. He may not get exactly the job he wants to get 
and perhaps not the pay he thinks he is entitled to, but he has freedom 
to choose. 

Senator Frear. Well, the right to work is one of the individual 
freedoms of choice. 

Secretary Humpurey. To decide what you will engage in and where 
you will do it. 

Senator Frear. I think that answers the question. 

Also: 

The average tax burden of each American citizen went up from $36 in 1939 to 
$413 in 1952— 
what was the average tax burden for each American citizen in 1957? 

Secretary Humpurey. Well, in 1957—we ought to be able to esti- 
mate that right quick. “All you have to do is divide the total number 
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of people into the total number of dollars. About $416. It is almost 
the same. 

Senator Frear. Well, the increase in the average tax burden after 
the individual tax reductions in 1954, are still about the same then? 
Senator Humpnrey. Well, I would think that would be correct. 

Senator Frear. In other words the individual taxpayers’ burden 
was relieved somewhat in 1954 and now it is back up to where it was 
back in 1952; is that correct, approximately? You say $416? 

Secretary Humpurey. Well, yes, I think that is right, because you 
have a higher income, and the higher the income, of course, as you 
well know, the more the tax. ‘ 

Senator Frear. Yes, sir. We referred to—— 

Secretary Humpurey. On the same amount of money. If you 
were to take, Senator, the tax paid this year per capita, per average 
taxpayer, as compared to the tax paid before the tax reduction on the 
same amount of earnings that he had before the tax reduction, you 
would find that it would be less, but because he is earning more money 
today than he was then, he is paying more dollars on the same amount 
of earnings. 

Senator Frear. Of course, I like those words ‘“‘tax burden.” 

Secretary Humpnrey. I like it, too. You could even say heavy 
burden. 

Senator Frear. In your statement you mention one of the goals set 
by the administration with regard to taxes in 1953 was, and I quote— 


reducing Federal expenditures to the safe minimum, 


That is the second line of the heavy print on page 9. 

Secretary Humpurey. Yes, sir. 

Senator Frear. What is a safe minimum, in your opinion, as it was 
expressed by the President? I think they were the words expressed 
by the President. 

Secretary Humpurey. Well, that is one of the most difficult things 
there is to determine in this Government. The expenditures required 
to give us military security in this world as compared with the threat 
of our enemies is one of the most difficult things in the world to decide. 
I myself think that the country is extremely fortunate to have a man 
like the President, who is so skilled and versed in military affairs and 
in the threat to security throughout the world, to try to reach this 
very intangible, indeterminate kind of a thing, to try to prepare, to 
make sure that we have what is an adequate and not an excessive 
military posture as compared with what we might have to meet. 

Senator Frear. Well, I agree with you in some respect, I think we 
are rather fortunate in having the present occupant of the White 
House as President. However, I agree with you that there is a range 
of debate in what the safe minimum may be. 

Secretary Humpurey. There very definitely is. 

Senator Frear. That may differ between individuals. 

Secretary Humpnurey. That is right. 

Senator Frear. And it may differ between generals of the Army. 

Secretary Humrurey. It does. The generals have all kinds of 
ideas [laughter], and you have to trust somebody. I think we are 
very fortunate in having that kind of advice and help in trying to 
reach a conclusion. 

Senator Frear. Yes, sir. 
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Is your opinion the same as that of the President? You quoted 
him here, and I assume that it is; is that true or not? 

Secretary Humpurey. He is the best authority I know of. 

Senator Frear. Well, you agree with it? 

Secretary Humpurey. “Well, when I do not know myself, I go to 
the very best authority there is. 

Senator Frear. Your agreement is the same as the President? 
You agree with him on this? 

Secretary Humpurey. | agree. 

Senator Frear. You do not always agree with the President? 

Secretary Humpurey. Not always. 

Senator Frear. But you do on this one? 

Secretary Humpurey. Yes, sir. 

Senator Frear. I think that statement opens the door to a few 
other questions, but I am not going to pursue those at the moment, 
Mr. Secretary, because I know everyone is anxious to get through as 

idly as possible. 

piled’ in your statement, ‘Increase the supply of goods,” Mr. Sec- 
retary, ‘the farmers have increased the supply of goods despite the 
soil bank, and their—that is, the farmers’—prices are pretty low. 

Do you think increased supply of farm products helps to check 
inflation? 

Secretary Humpurey. I do not think you help check inflation by 
an increase of something that is already in excess supply. Where 
there is a shortage or a fear of shortage, then I think an imcrease in 
supply is helpful. But when you have an excess of supply, the fact 
that you increase the excess, I do not think is helpful. And that is 
the case in some of the farm ‘products. 

Senator Frear. I am glad to hear that clarified, because in this you 
do not make that exemption or exception, because it says, ‘‘to increase 
the supply of goods,’”’ but you would exempt it where there is an 
oversupply? 

Secretary Humpurey. In general. 

Senator Fre AR. I ask you to refer to your statement, “The debt is 
being reduced,” do you include the amount owed by the Government 

to the civil service retirement fund? 

Secretary Humpurey. I do not know just exactly—I do not 
think I understand exactly what it is you mean, Senator. 

Senator Frear. I am not an authority, but T will do my best to 
give you the background that I have, Mr. Secretary. 

Secretary Humpurey. All right. 

Senator Frear. The civil service retirement fund is composed of 
resources from members of the civil service employees and the Govern- 
ment in some type of a matching fund or a matching program. 

Now, the Government employees, that is, those who are in the 
civil service retirement fund, have deducted from their wages their 
pension or retirement funds each time they get a check. 

Secretary Humpurey. That is right. 

Senator Frear. Now, the Government at times pays its part as it 
has agreed to by statute. Now, then, my question to you is: Does 
that, when you say the debt is being reduced, does that include after 
or before the Government made its payment to the civil service 
retirement fund? 

Secretary Humpnrey. It is after it made its payment. 
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Senator Frear. After it has made its payment? 

Secretary HumpHrey. Yes, sir. 

Senator Frear. Well, now, will you give me for the record the 
amount of appropriations requested by your administration year by 
year from 1954 to 1957, inclusive, that is, for the civil service retire- 
ment fund? 

Secretary Humpurey. Yes, sir, we will supply those to you, I 
think, to save your time. 

Senator Frear. If I might, may I try to help you supply them now? 
Do you have the 1954 report of the Civil Service Commission? 

Secretary Humpurey. Whatever figures you have, we will take. 

Senator Frear. I would like Mr. Mayo to look at these figures. 

The only difference between the question I asked you, I think 
and that book, is, and you may not have them, is my statement; was 
the budget request for those figures and that is what the Government 
actually appropriated, sir. 

Secretary Humpnurey. I do not see the budget listed here. 

Senator Frear. The budget is not listed, as I say. That is the 
difference between my question and the book. 

Secretary Humpnurey. | think we would have to get figures outside 
the book here to answer your question. Would we not have to get 
the budget figures? 

Senator Frear. My question was on the budget figures, yes. 

Secretary Humphrey. Yes. I think we would have to get that. 

Let me ask you, Senator, if this is what you mean. Maybe we can 
answer it this way. Contributions, total contributions, on salary 
deductions is $570 million plus; Government appropriations is $237 
million plus. You are thinking there was a difference? 

Senator Frear. That was for 1 vear, but I asked you to go back 
to 1954. That was the year, I think—the fiscal year 1954, the first 
year that you claim a full year for a budget, vour administration? 

Secretary Humpurey. That is right. 

Senator Frear. 1954. 

Secretary Humpurey. And it dropped down very low that year. 

Senator Frear. That is only about $33 million, if I remember, but 
I am not sure of the figures. 

Secretary Humphrey. That is right. 

Senator Frear. But what I want to know is what the budget 
request was for that year and each of the following years? 

Secretary Humpurey. We will have to get that. That is not here. 
We will supply that to you. 

Senator Frear. A great deal of my questioning does hinge on the 
answers that vou are going to give to that, Mr. Secretary, and if we 
are not going to be able to—— 

Secretary Humpnrey. Can I answer your question this way: That 
these total contributions over the whole life of the fund have been 
$5.6 billion, in round figures, and payment by the Government so far, 
all appropriations from 1920 on have been $3.6 billion. So there is a 
difference there of about $2 billion that is not included in the debt. 

Senator Frear. Yes, sir. But I am attempting to show, Mr. 
Secretary, that the claims that you have made about the debt 1s 
being reduced, when you add these figure in, I think we will get a 
little different picture. 

Secretary Humpurey. In other words, if you added in the difference 
here of about $2 billion, But thatis over a 37-year period. Of course, 
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the difficulty in this, Senator, is that it is a great problem as to whether 
you should do it on an insurance computation. 

Senator Frear. Actuarial? 

Secretary Humpurey. Actuarial computation as to whether you 
get a fund that is big enough to cover all your demands or to pay 
currently. 

Now, there are two ways of doing these things. One is the strict 
actuarial computation. The other one is a sufficient fund to provide 
against a run of heavy current claims. 

Senator Frear. Yes, sir. 

Secretary Humpnrey. And then a current payment. 

Senator Frear. That is right. But is not this in the statute? 

Secretary Humpurey. Well, I cannot tell you that. I think it is, 

Senator Frear. You will recall, Mr. Secretary, that last year we, 
I think, passed a bill, and the President signed it and made it into a 
public law, that each agency now must contribute its share and include 
it in its appropriation, rather than having the budget request for the 
total amount. 

Secretary Humpurey. For the total, that is correct. 

Senator Frear. It has been in existence, I believe, for 1 year. 

Secretary Humpurey. That is correct. 

Senator Frear. And I think the ills we had in the past will be 
corrected by that statute. 

Secretary Humpurey. But you still have the basic problem, I 
think, as to whether that share is an actuarial computation or whether 
it is a share of current expenditures behind a sufficient backlog. You 
see, you still have that basic problem before you decide, and that is a 
very difficult problem. 

Senator Frear. Yes, sir. But I believe the statute says, and I 
may be in error in this, but I believe the statute says that the budget 
request should include the appropriation to this fund, each year. 

Secretary Humpurey. On an actuarial basis? 

Senator Frear. It may not, the statute may not claim an actuarial 
basis. 

Secretary Humpnrey. I do not think it does. 

Senator Frear. But in addition to that, I think the statute also 
states that it must pay its interest to the fund annually. 

Secretary Humpurey. Well, I see enough of what you are driving 
at. so we will get the figures and present them to you. I see what you 
are trying to reach. 

Senator Frear. All right, sir. I think then we had better just 
hold this until vou have your figures, Mr. Secretary. 

Secretary Humpurey. We will and we can get that for you. 

Senator Frear. With the permission of the chairman and you, 
Mr. Secretary, we will pass over that, temporarily. Ido not want to 
skip any thing, so I want to be sure to mark these, and it will only take 
a moment. 

Secretary Humpurey. All right. 

Senator Frear. Mr. Secretary, what is your opinion about a 
mandatory public debt ceiling reduction? 

Secretary Humpurey. W hat is that, Senator? 

Senator Frear. W hat is your opinion about a mandatory public 
debt ceiling reduction? 
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Secretary Humpurey. Well, I do not believe, Senator, that a 
eee reduction in the debt ceiling each year would do much 
good. 

Now, that is, perhaps a little inconsistent with my feeling that the 
. debt ceiling is a proper thing to have, and I have fought to 

old to the present debt ceiling because I think that the restraint the 
present debt ceiling gives to the Executive, to the Congress, to every- 
one concerned is a very wholesome thing to have, and I think that it is 
like breaking through a sound barrier; there is an explosion when you 
go through it, and there ought to be one. 

It has weight with public sentiment, and I think it is a deterrent to 
spending over and above that amount. So, I am in favor of it. 

On the other hand, to say that that ceiling ought to be brought 
down by any specific amount every year, I think, is quite idle, because, 
after all, what you do each year is pin the hands of the Executive and 
the Congress, between them, at least, and, ultimately, the final respon- 
sibility rests with the Congress. And the Congress I do not believe 
would be particularly restrained in doing the things they felt were 
required of them to do by just having some arbitrary elimination 
going on every year in that ceiling. 

Senator Frear. Well, the President, or the Executive, can go up to 
the ceiling without authority from the Congress, can he not? 

Secretary Humpurey. No. Nobody can spend a dollar of this 
Government’s money without the authority of the Congress. 

Senator Frear. Through appropriations? 

Secretary Humpurey. In any way. 

Senator Frear. But is it not the responsibility of the administra- 
tion to submit a budget on which appropriations are based? 

Secretary Humpurey. That is correct. 

Senator Frear. Then the initiative comes from the administration. 

Secretary Humpnurey. Well, the request comes from it, but you do 
not need to give it to them. 

Senator Frear. Well, they are trying awfully hard not to right now. 
I do not know how successful we are going to be. 

Secretary Humpnrey. I do not, either. 

Senator Frear. I think you agree with me, Mr. Secretary; I give 
you great credit for that. 

Secretary Humpnrey. I do agree. 

Senator Frear. And I believe it is something we should go at very 
sincerely. 

Secretary Humpnrey. I think it should be done with great restraint, 
and I am for it. 

Senator Frear. But, unless the debt ceiling is reduced in some form 
or another, we are not going to crack that sound barrier, because it is 
my opinion that the administration can have complete authority to 
go up to that, if the Congress approves the appropriations submitted 
or the requested appropriation submitted by the administration. 
Therefore, we are not going to get the public sentiment unless we crack 
the sound barrier, and, if we reduce our ceiling, we are going to call 
attention to the public more directly; so, therefore, I think they are 
going to insist we reduce the ceiling rather than leaving it up to the 
administration and Members of the Congress. 

Secretary Humpurey. I think there is something in what you say. 
I have to go along with that, to a certain extent. My feeling about it 
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at the present time is that we are having trouble enough to get within 
what we have got, and there is not much use lowering it until we get 
along further. Now, if we happen to get $5 billion below it someday, 
then maybe I think I would turn around and be on your side. 

Senator Frear. Then the reduction of the public debt is one of the 
best ways to fight inflation, and that is on page 23 that you say that. 

Secretary Humpurey. It is a wholesome restriction that I believe 
in. 

Senator Frear. And you think this would fit into the picture? 

Secretary Humpurey. On the other hand, I must say there, 
Senator, it really is not effective except as it affects the psychology 
of the situation. 

Senator Frear. I think that is pretty effective. 

Secretary HumpuHrey. And I think that is pretty important. 

Senator Frear. You do not lay aside the psychology of the Ameri- 
can taxpayer, Mr. Secretary. 

Secretary Humpurey. I certainly do not. I think it is very 
important. 

Senator Frear. I think you do not, either. I think our opinions 
are practically the same. In your statement, you say: 

In 1954, in order that the people might benefit from the substantial reduction 
in Government expenditures, we brought about a tax cut that has provided them 
with annual savings of about $7.5 billion. 

What do you mean by “we” in that statement, Mr. Secretary? 

Secretary Humpurey. It is right in the preceding few words: 

The Eisenhower administration and the Congress, working together, have 
already made possible the greatest single tax cut in history. Then we did this. 
That is, the administration and the Congress, working together. 

Senator Frrar. Includes the Congress and the Executive? 

Secretary Humpurey. That is what it says, Senator. 

Senator Frear. All right. Now, then, is it not true that over 
two-thirds of the $7.5 billion were reductions by law enacted during 
the previous administration? 

Secretary Humpurey. Well, there were reductions by law, whether 
it is exactly two-thirds or not, but there were substantial reductions 
that had been voted previously that we had not yet been able to make 
good on. Some had been postponed until, as I say here, by the 
administration and the Congress working together, we made possible 
the taking effect of those things. 

Senator Frear. Let us analyze that just a minute. What were the 
reductions that made up the $7.5 billion, as you stated? 

Secretary Humpurey. Well, what we want are the expenditures. 

Senator Frear. We are talking about tax reduction. 

Secretary Humpurey. Yes. But the thing that made it possible 
was the reduction in expenditures, total expenditures. Here they are 
Senator: 1953, and I will just read the first figures because that will 
make it easy, $74 billion; next year, $67 billion. 

Senator Fruar. I do not think you understood my question, Mr. 
Secretary. My question was: What were the reductions, what made 
up the reductions of the $7.5 billion? That $7.5 billion included 
certain things. What were they? 

Secretary Humpurey. You mean in the taxes themselves? 

Senator Frear. In the reduction in taxes. 
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Secretary Humpnrey. In what the taxes were? 
Senator Frear. Yes, sir. 
Secretary Humpurey. Oh, yes. First, there was the excess-profits 

tax. 

Senator Frear. How much was that? 

Secretary Humpurey. As I recall it, that was about $1.8 billion. 

Senator Frear. The excess-profits tax? 

Secretary HumpHrey. Yes. 

Senator Frear. You stated that was about $1.8 billion? 

Secretary Humpurey. That is my recollection. 

Senator Frear. Yes, sir. 

Secretary Humpurey. I will have to check these, because [Phad 
not thought about them for 2 or 3 years. But as I recall it, it was’$1.8 
billion. Then we had $1 billion, as I recall it, of excises, $2 billion and 
$1 billion, of excises. We had about $3 billion of straight individual 
income tax reduction, and we had about $1.4, as I recall it, of adjust- 
ments. That is $7.4 billion, and that is close enough. 

Senator Frear. I think, as a matter of fact, your $1.8 billion ac- 
tually is $2 billion. 

Secretary Humpurey. What is that? 

Senator Frear. I think the first figure you gave me of $1.8 was 
$2 billion. 

Secretary Humpurey. Well yes, it must have been. 

Senator Frear. Well, now, can you tell me when that was enacted, 
that from which the decrease was made possible, and when it expired? 

Secretary Humpurey. It expired, I do not quite know what you 
mean by that. These tax laws were enacted at different times. 

Senator Frear. That is right, sir. 

Secretary Humpnurey. The excess profits tax was scheduled to go 
off first, and it was postponed. You see, it was supposed to go off in 
the middle of the year and we got Congress to postpone the reduction 
until the end of the year. That went off December 31 of 1953. 

Senator Frear. That is right. You postponed it for 6 months, 
from June 30, as you recall? 

Secretary Humpurey. Yes. 

Senator Frear. When was the law, the excess profits tax law, 
enacted, and did it not have a termination date at the time of its 
enactment? 

Secretary Humpurey. Yes; it did, and it would have terminated 
6 months earlier, and we extended it. 

Senator Frear. So that the termination date was in the law that 
was enacted by the previous administration? 

Secretary Humpurey. Yes; but it was carried on and then released. 

Senator Frear. I think “yes” was the right answer, Mr. Secretary. 

Secretary Humpurey. That is right. Then the excises, there was 
$1 billion off on the excises, and that occurred on April 1, 1954. 

Senator Frear. Yes, sir. I can concur wholeheartedly in that, 
that I think that was the act of 1954 that gave the taxpayers the 
benefit of $1 billion. 

Secretary Humpnrey. And if you will recall, I protested against 
it. [Laughter.] I begged you not to do it, but you did it just the 
same. 

Senator Frear. I was not going to bring that out. 

Secretary Humpurey. Well, I am glad to have that brought out. 
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Senator Frear. All right, sir, that now accounts for 

Secretary Humpurey. Then there was $3.2 billion in the tax reduc- 
tion bill on individuals’ taxes, and then there was $1.4 billion on the 
tax revision bill. There were four different steps in the proceeding. 

Senator Frear. I think the only difference we have in our figures 
is that you have $1.8 billion instead of $2 billion, and I have $3 billion 
instead of $3.2 billion. 

Secretary Humpnrey. That is close enough. 

Senator Frear. May I ask a question or two on the individual 
income tax reduction? 

Secretary Humpurey. Yes. 

Senator Frear. When did that expire? The reduction that was 
granted then expired on what date? 

Secretary Humpnurey. I| think that must have been December 31. 
I cannot be sure. 

Senator Frear. Would that not be 1953? 

Secretary Humpnrey. I cannot be sure. It is 1953 or 1954. If 
you have got it there—— 

Senator Frear. Well, I like to have you concur in my figures. 

Secretary Humpurey. I am just trying to remember something 
from 3 years ago. 

Senator Frear. I believe it was on December 31, 1953. 

Secretary Humpureey. All right. 

Senator Frear. Do you agree to that? 

Secretary Humpurey. Yes. 

Senator Frear. And the same question, that was in the law enacted 
by the previous administration that gave the termination date—that 
was the law of 1951, if 1 remember correctly. 

Secretary Humpurey. And we did not ask to have it extended. 

Senator Frear. You did not ask to have it extended. So that is 
$3 billion that expired by statute. 

All right, sir. We have gotten $6 billion out of that $7.4 billion. 
You are still going to give me a little more, $1.4 billion. 

Secretary Humpurey. That was the code. 

Senator FreaR. Sir? 

Secretary Humpurey. $1.4 was the code revision. 

Senator Frear. All right, sir. 

Secretary Humpurey. But you know you could not have had any 
of it unless somebody saved it, and we finally between us got it saved, 
and that is what made it possible. Without that, you could not have 
had it at all. 

Senator Frear. I agree, but there are two pressures that might 
cause you to save it, too. It might have originated from the admin- 
istration, and I will give you credit for that, which you tried to do, 
and I think also, that there might be some credit given to the tax- 
payers. 

Secretary Humpurey. Well, I am not trying to point out just 
where in detail. I am simply stating a fact of what happened. 

Senator Frrar. Yes, sir. 

Secretary Humpurey. This is what happened. 

Senator Frear. Well, there are usually causes for those things that 
happen, and I know you want to give credit wherever it is due, you 
always have been that way, sir. 
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Now, in this $1.4 billion in the Revenue Code of 1954, what amount 
of that went to individuals? 

Secretary Humpurey. I think I will have to get the figures on that. 
I do not dare trust my memory. 

Senator Frear. If I said $827 million—I believe that is correct 
because it is quoted from the report. As a matter of fact, I think we 
can give you that and let you refer to it. 

Secretary Humpurey. No. I think I would rather get the figures. 
And I will do that. I will bring them back this afternoon as to just 
how it works. 

Senator Frear. All right. 

And, also, when you bring those figures in 

Secretary Humrnrey. Also on the $1.4 billion. 

Senator Frear. Well, this is part of the $1.4 billion I am referring 
to, Mr. Secretary. 

Secretary Humpnrey. I see. 

Senator Frear. The part of the $1.4 that went to individuals and 
that which went to corporations. 

Secretary Humpnrey. I see. You said there were $800 million 
something out of the $1.4 billion to individuals? 

Senator Fruar. I believe it is $827 million. 

Secretary HumpHrey. Well, that might be correct. If it is not, it 
would not be far off. 

Senator Frear. And the corporations received $536? 

Secretary HumpnHrey. That would not be far off. 

Senator Frear. You can see this is going back to some previous 
questions we had of which you are going to supply some information 
a little later, Mr. Secretary. 

Secretary Humpnrey. Yes. 

(The Secretary subsequently advised: ‘The figures referred to by 
Senator Frear are correct.’’) 

Senator Frear. In your statement, you state: 

Many of us belong to a pension system and our benefit payments tend to in- 
crease as interest earnings rise. 

My question, Mr. Secretary, is: Do you think this is fiscal responsi- 
bility when you increase Government interest rates in order to give 
greater benefit payments? 

Secretary Humpurey. Well, we do not do it for that purpose, but 
this is part of the effect. 

Senator Frear. That is the effect? 

Secretary Humpurey. That is right. 

Senator Frear. But that is included in the fiscal responsibility, is 
it not, sir? 

Secretary Humpuerey. That is part of the effect. Of course, the 
greatest effect is the stability of the money they get from the pension. 
It is highly important and can amount to much more than the interest. 

Senator Frear. Senator Byrd has already asked questions on your 
statement under this heading, ‘‘We Have Reduced the Government 
Debt.” 

Now, the little question I have can be answered ‘“‘Yes” or ‘‘No,” if 
you care to. 

Secretary Humpurey. Yes. 

Senator Frear. Is not the present administration’s pr oposed budget 
for fiscal year 1958 the largest peacetime budget in history? 
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Secretary Humpurey. Well, I think I will answer that, ‘‘“Yes”. You 
can beg the question on it as to the Korean war budget, but I think I 
will answer it ‘‘Yes’’. 

Senator Frear. Just to go back to that little word we had, “‘we,’’ 
including the administration and the Congress, do you want to include 
Harry Truman in that ‘‘we”’? [Laughter.] 

Secretary Humpurey. In what connection? 

Senator Frear. I will leave that up to you. [Laughter.] 

Secretary Humpurey. I might like to know the connection. 

Senator Frear. Maybe we had better drop that. 

Next, you further state: 

During the past 25 years, far from restricting credit to housing, the Govern- 
ment has greatly increased the volume of credit available to this industry. 

I would just like to ask a few questions on this matter for the record, 
with your assistance, sir. 

These I think you can do rather rapidly, Mr. Secretary. 

It is true, is it not, that the statute creating the Federal Housing 
Administration to insure eligible home mortgages was enacted on 
June 27, 1934? 

Secretary Humpurey. I think so. 

Senator Frear. Which, of course, is a previous administration? 

Secretary Humpurey. That is correct. 

Senator Frear. It is also true, is it not, that the Servicemen’s 
Readjustment Act of 1944 providing for the guaranty or insurance of 
veterans’ home mortgages was also passed under previous admini 
trations? : 

Secretary Humpnurey. That is correct. 

Senator Frear. Is it not also true that the direct loan program for 
veterans’ housing was enacted in 1950, previous to the present admin- 
istration? 

Secretary Humpurey. I think that is correct. 

Senator Frear. I also gather that the present administration is 
iving no support to proposals to increase the effectiveness of that 
irect loan program, is that true? 

Secretary Humpurey. I think it is true. 

Senator Frear. At least, Mr. Stone of the Veterans’ Administration 

so indicated in that respect. 

Secretary Humpurey. He said so. 

Senator Frear. Is that not true? Is it not true that under these 
programs, all of which are still on the statute books, more housing 
starts were made in 1950 than in any other year from 1934 to the 
present? 

Secretary Humpurzey. I think that is correct. 

Senator Frrar. Is it not true that in 1957 nonresidential housing 
starts had declined to a seasonally adjusted rate of 990,000 units? 

Secretary Humpnurey. That is right, for May. 

Senator Frear. Is it not also true that 665,500 units of the 1950, 
Korean war year, the 1950 starts, were financed without direct 
Government assistance, that is, neither FHA nor VA nor public 
housing? 

Secretary Humpurey. Well, I am sure, if you say so, it was. I 
cannot verify that from my own knowledge. 

Senator Frear. If, Mr. Secretary, there is any mistake and you 
read over these, I would like to have them corrected. 
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Secretary Humpurey. I am sure if you say so, that is correct. 

Senator Frrear. And, of course, the question is, then, is it not true 
that while 665,000 units in 1955 starts were financed without direct 
Government assistance, in 1956 only 634,200 units of the 1956, which 
was a peacetime year, starts were so financed? 

Secretary Humpurey. Well, that sounds about right, too. 

Senator Frear. Does not this indicate that even apart from 
Government financial aids to housing, the amount of housing starts 
has declined? 

Secretary Humpurey. Oh, yes, they have declined. 

Senator Frear. Therefore, will you agree that leaving the Govern- 
ment aids to housing aside, your present monetary and fiscal policies 
are not accompanied by an increase but rather show a decrease in 
residential housing starts? 

Secretary Humpurey. Well, that is true, right, just in the last short 
period here, but I think that over the total average number—the 
total over a period of years, if you will take 3-year periods or 4-year 
periods, you will see they took effect in this 4-year period. And 
I think if you will look, Senator, at the last line in the last full para- 
graph, you will see that I say, everything I say here, I add this sen- 
tence: ‘That was true under the prior administration; it is true 
under this administration.”’ 

Senator Frear. Yes, sir. 

Secretary Humpurey. In other words, I am not trying to claim that 
this housing business all took effect under this administration, 

Senator Frrear. No, sir. 

Secretary Humpurey. It did not; it took effect under both. 

Senator Frrar. I do not want to have that impression left either. 
I think what I am trying to bring out, Mr. Secretary, is that there 
was this, and the significant part is now the change in the opposite 
direction, and I think we are trying to level the point at May or 
June of this year. 

Secretary Humpurey. That is right. And right now, or certainly 
a few months ago, there was a declining trend. Now, that has changed 
just within the last month or so. But it has only been up very 
recently. 

Senator Frear. Is it not also true that during the same period 
Government-aided houses declined from 730,500 units started in 1950 
to only 486,000 units started in 1956? 

Secretary Humpurey. The big decline was in the Government-aided 
houses. The regularly financed houses kept pretty much on an even 
keel. 

Senator Frear. I may state if you want to check these that the 
figures I have came from the economic report of January 1957. 

Secretary Humpnrey. They sound as though they fitted right in. 

Senator Frear. During the same period from 1951 to 1956, did not 
the number of farms in the United States decrease from 5,520 million 
to 4.9 million? 

Secretary Humpurey. I think that is right. 

Senator Frear. But during the same period, did not farm real 
estate debt as a percentage of real estate value increase from 7 percent 
to 8.8 percent despite the fewer number of farms? 

Secretary Humpurey. | would think that would be very logical. 

Senator Frear. As I said before, if you find any imperfections in 
this, you will correct them. 











"ule 
ect 
ich 


ery 


J50 


led 


ren 


the 


not 
ion 


ent 


; in 


FINANCIAL CONDITION OF THE UNITED STATES 265 


Secretary Humpurey. I will bring them to your attention. 

Senator Frear. This would indicate we have fewer farms but more 
farm debt and fewer additions to our nonfarm housing supply. 

Secretary Humpurey. I think that is right. I think we have fewer 
farms. I think they are becoming more mechanized and with more 
equipment in order to be more productive, and that naturally in- 
volves additional money to equip them. 

Senator Frear. Do you also agree that significant factors in housing 
are the amount and quality of shelter rather than the absolute 
amount of housing financed expressed in dollars? In other words, if 
an increase in dollar volume of financing does not increase, that is, 
produce an increase in number and quality of housing, it seems of no 
eran SEMAENC to concentrate on an increase in housing industry 
credit! 

Secretary Humpnurey. | do not quite know what you mean by that. 
I am sure of this, Senator 

Senator Frear. We are talking about page 37. 

Secretary Humpurey. I am sure that the quality of housing in the 
last couple of years is moving up rather than down. They are run- 
ning into a little higher quality houses in the last couple of years, and 
they are more costly. 

Senator Frear. It is what the credit dollars will buy rather than 
their absolute amount which is important in the availability of hous- 
ing goods and services? 

Secretary Humpurey. They are buying a little less now because 
the cost of housing has gone up. On the other hand, the demand is 
for a little better houses. 

Senator Frear. Now, Mr. Secretary, if we use that yardstick, how 
do you claim your current monetary and fiscal policies are resulting 
in success in the field of housing? 

Secretary Humpurey. I think that during this period housing was 
in very large volume, the largest volume that it has ever been. 

Now, I think that our policies and during that same period the cost 
of housing was rising, the latter part of the period, the cost was risin 
very rapidly. I think our policies are tending to stabilize and will 
tend to stabilize the cost so the price of the house will not go up so 
much, and in that way it will again stimulate the development of 
additional housing. 

Housing was getting to a place where it was beginning to price 
itself out of the market. 

Senator Frear. Has that condition changed materially? 

Secretary Humpnrey. Well, I do not know as you can say it has 
materially changed, but I believe it is beginning. 

Senator FreAR. You think there is a trend in the other direction? 

Secretary Humpnrey. If you get over here on to page 46 where it 
is discussed in a good deal of detail. 

We have been all over it before, but it shows quite a bit as to the 
relationship between the interest cost and the material and labor 
costs. The material and labor costs, just to put it in a word, have 
increased very much more rapidly than the interest costs have in the 
total cost of a house. 

Senator Frear. I think that opens up further questions, but for 
the sake of going through, and I guess we will be back again tomor- 
row, we will just finish these questions on housing, and then if there 
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is anything you want to add to the record, you will have the 
opportunity during the recess to do it. 

Secretary Humpwrey. Fine. 

Senator Frear. You note the number of conventionally financed 
housing units in the first 5 months of 1957 were slightly higher than 
in the corresponding period for 1956, but let us look at the record]to see 
how the 1956 and 1957 starts compare to earlier years far more produc- 
tive in housing starts. a | 

In the entire year of 1956, there were 634,200 nonfarm houses 
started under conventional financing. 

In 1955, this number was 639,900. 

In earlier years, back to 1950, the statistics are as follows, at least 
as I have them: 1954, 618,400; 1953, 659,700; 1952, 647,300; 1951, 
607,900; 1950, 665,500. 

In these same years, the component of housing financed with FHA 
or VA aid was obviously much higher than at present, as you have 
noted. 

Secretary Humpurey. That is right. 

Senator Frear. To keep the levels of housing starts up to the 
million-plus per year level contemplated by the Congress as long ago 
as 1949, the component of conventionally financed housing starts 
should increase rather than remain constant or decrease. 

Why has this not happened, since there is no restrictive statutory 
limit on the conventional home mortgage interest rates? 

Secretary Humpurey. Well, it apparently is just about a level kind 
of demand here at certain prices, and just looking at it—I am not an 
expert on housing, but just looking at it—I would say that is about 
the normal demand for houses of this class and kind. 

If you build them for that many years at about that rate, why, 
that is about where you are heading. 

Senator Frear. There are doedval repidies which show that the need 
and demand in many respects call for about 1,300,000 per year. 

Secretary Humpnurey. Well 

Senator Frear. Do you disagree with that? 

Secretary Humpurey. Well, I do not know. I am no expert on 
housing. 

Senator Frrar. Yes. 

Secretary Humpnrey. But I think that is pretty high. 

Senator Frear. Do you believe there are any significant shortages 
of building materials or building labor that would hamper home 
construction if adequate financing were to be channeled into that 
field? 

Secretary Humpurey. I think it would depend upon the amount 
that you put in. If you built anything in the last few months, or 
the last year or so, you know that an awful lot of complications arise 
in trying to get deliveries and in getting the thing done. 

As I said yesterday, that is getting better. You see, the labor, 
the materials, between the heavy construction and the lighter con- 
struction, the materials are quite different. 

The labor does interchange to a greater extent than the materials 
interchange, and I would say that I have seen no evidence of any 
great excess of building labor. 

Senator Frear. I assume the administration adheres to the declara- 
tion of national housing policy embodied in the Housing Act of 1949, 
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which sought to realize the goal of a decent home and suitable living 
environment for every American family. 

At least, I have seen no requests from the Administration for a 
change in that declaration of policy. 

Secretary Humpurey. I do not think there is any. 

Senator Fruar. In the same policy, the Congress also declared the 
need of housing production toward this goal to enable the housing 
industry to make its full contribution to an economy of maximum 
employment, production and purchasing power. 

I assume the administration adheres to that policy, also, since it 
has requested no change in that statutory declaration, either. 

Secretary Humpnurey. I think that is right. 

Senator Frear. In view of the admitted substantial drop in resi- 
dential housing starts in 1956, and so far in 1957, compared with most 
years since 1949, how does the administration propose to achieve the 
goals of the congressionally declared national housing policy? 

Secretary Humpurey. I think it is just simply that you cannot do 
everything at once, and you move ahead in varying degrees. You do 
not want to shift too much, but when we have this terrific building 
program in the heavier lines, why, you naturally expect that it would 
take something away from the other lines. 

And it will not be long, in my opinion, before there is some shifting 
in that, and you will see the other beginning to move, largely de- 
pendent upon costs. 

Senator Frear. If, as you have said on page 40 of your statement, 
if the result of a free money market is to limit housing finance to those 
who can pay higher down payments and higher interest rates, what 
remedies do you suggest to move more financing selectivity into the 
field of housing construction in order to help meet the statutory goal 
of the current national housing policy? 

Secretary Humpurey. I think that the whole thing will adjust itself 
over just a relatively short period. 

Senator Frear. In other words, you think that 

Secretary Humpurey. I do not think you can do everything at once, 
and I do not think it is wise to try. 

Senator Frear. No, sir. But the trend is in the opposite direction 
now. 

Secretary Humpnurey. Just temporarily. 

Senator Frear. You think that is only temporary? 

Secretary Humpurey. I think so. 

Senator Frear. You do not think, from a really practical stand- 
a that the administration is abandoning the national housing 
policy? 

Secretary Humpnrey. I do not; no, sir. 

SenaTOR Frear. In your statement you claim Government has 
greatly increased the volume of credit available to the housing industry. 

Yet, you later note there is only a relatively limited supply of 
mortgage credit available for VA-guaranteed loans, and insistence on 
higher down payments on FHA loans at the higher 5-percent interest 
rate. 

We have already noted the VA and the FHA programs worked well 
at lower interest rates from 1949 until recent years. 

You conclude your comments on housing on page 40 by claiming 
that prospective home buyers who are prevented from becoming 
actual home buyers under your present monetary and fiscal policies 
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should be consoled, because they could not buy homes, anyway, under 
runaway inflation. 

You seem to conclude with no attempt to help these potential 
buyers become actual buyers. 

Have you no constructive solution to offer to these potential home- 
owners and the home-building industry, apart from your implied 
suggestion that statutory interest rates on VA mortgages should be 
raised, which would increase the cost of the home still more to the 
buyer? 

Secretary Humpurey. Well, it would increase it only slightly, and 
the real answer, of course, as I said a minute ago, the real answer is 
the shifts in the economy that continually take place, and you shift 
from one thing to another which, as I have already said, I think 
will be developing if it has not already started. 

Senator Frear. Mr. Chairman, I think that concludes my question- 
ing, except the questions that may be brought up when the Secretary 
brings in his answers. 

The CuarrMan. Do you wish to continue tomorrow? 

Senator Frear. I do not believe it will take more than 5 or 10 
minutes. It will just depend upon the information the Secretary 
brings in. 

Secretary Humpurey. We will try to bring it in so you do not 
have to. 

The CuHarrMan. Senator Frear will have the floor tomorrow morn- 
ing. 

The Chair would like to announce that the committee will not meet 
this afternoon. 

We shall meet tomorrow morning, and tomorrow afternoon if 
possible. 

On Friday the committee must consider other legislation. 

The committee will continue this hearing Monday and Tuesday of 
next week, and then adjourn until the first of the following week. 

Secretary Humpnrey. Fine. 

The CuarrmMan. Mr. Secretary, I asked you the other day to furnish 
a list of the contingent liabilities, and your opinion as to what part of 
these liabilities may become actual liabilities. In order to relieve 
you, I have a list tentatively compiled by the Comptroller General. 
I will send you the list. 

Secretary Humpurey. I gave you a list yesterday which I compiled, 
and I would be very interested to see the Comptroller General’s list 
to see how close we can check them, 

The Cuairman. If you wish to work on the basis of this list, I will 
send it to you. 

Secretary Humpurey. Fine. 

(The list was transmitted to the Treasury Department staff, June 
27, 1957.) (See p. 269.) 

Senator Kerr. Mr. Chairman, as I understood your request in 
that regard, it included a tabulation of obligations or expenditures by 
the Government outside of those included in the official budget 
statements. 

Secretary Humpurey. Official debt statement. 

The CHarrMan. Yes. 

Secretary Humpurey. These are things that, as I understand it, 
are outside of the official debt. 

Senator Kerr. I thought you asked also, Mr. Chairman, for 
expenditures outside of the budget. 
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The Cuarrman. That is right, expenditures under authority to 
spend directly out of the debt. 

Secretary iihceuiny. Expenditures as well as obligations. 

The CuarrMan. Yes. 

Senator Kerr. Or by the Treasury, outside of the budget. 

Secretary Humpurey. I did not understand that. So I am glad 
you brought that up, because I understood it was the liability you 
were talking about, not liability plus expenditures. 

Senator Kerr. The statement that the Comptroller General fur- 
nished may not have included what we have just mentioned. 

Secretary Humpurey. I think what you asked me, I believe, 
Senator Kerr, what you asked were the—let’s see, he said: 

I would like you to furnish to the committee the total amount of the contingent 
liabilities of the Government, and then give your opinion as to the possibility of 
these contingent liabilities becoming actual liabilities. 

It did not relate to expenditures. 

Senator Kerr. If I had not thought it was included, I would have 
asked for it. 

Secretary Humpurey. We will, then, if you want it, include it. 
But I do not think it was reviously requested. 

The Cuarrman. I would like for it to be in a separate statement. 

Secretary Humpurey. We have given you material on_ contingent 
liabilities and we also will give you our comments on the Comptroller 
General’s tabulation. 

The Cuarrman. Will you work from the statement tentatively 
compiled by the Comptroller General? 

Secretary Humpurey. We will take that as a basis and check. 

The Cuatrman. Thank you, Mr. Secretary. When the statement 
on long-range commitments and contingencies is received it will be 
placed in the record where it was requested. (See pp. 80 and 156.) 

(Secretary Humphrey subsequently submitted the following for 
the record:) 


TREASURY COMMENTS ON CONTINGENT LIABILITY STATEMENT COMPILED BY 
COMPTROLLER GBENERAL’S OFFICE 


We have reviewed the material on contingent liabilities which we understand 
was prepared by the Comptroller General’s office, including the following 
summary: 


{In millions] 
Public 
Item Date Gross debt 
amount | securi- 
ties held 
General contingent liabilities of the Government: 

Loans and mortgages og gg or insured shade the Government_| June 30,1956 | $38, 107 $407 
Government insurance in force_- po do_.......| 200,012 72, 768 
iy OREN URINE oid S60 Fh dh a dedlilccsudweditnou Cu 1,771 1, 748 
Federal Reserve notes (face amount) _______._.--_--- po tiektesn inst pace ts ad 25, 524 23, 758 
Obligations issued by Government agencies_.....-....-.--------- asain nadiacbuate SOO Lhined denne 
Commitments to make, guarantee, and insure loans, to purchase |-_---- Gish Geer bon. aS 


mortgages, ete. 





Unpaid eerie. ithiadenigctdgceinine haw eadssen dati eeckiee en) eee RANG he ivecp acs 
OGRE. 3. nen ais th nie lceni cas $a kaakca dak ook eda kane ain mead tie Re IE Cesick oes pikens 
278, 942 98, 681 

Unused borrowing power of Government agencies-- ipa be 1 OM sccm’ eee 
Trust fund contingent liabilities__-.-.._- wideavéunliericoes OEE Ee 271, 254 32, 346 
OR iisivivcnnwamvickdiece windy dsecsecainddsaieden ee 598, 629 131, 027 


We have a number of comments to make about these figures and the explana- 
tory notes which accompany them. 

In response to the statement attached to these figures that “there is no require- 
ment that all long-range commitments and contingent liabilities of the United 
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States Government be reported regularly to the Treasury Department or any 
other agency,” let us point out that the Treasury Department has been compiling 
figures on long-range commitments and contingencies and reporting these from 
time to time to congressional committees since 1945. Such figures are secured 
from Government agencies by the Treasury through various reporting require- 
ments of the Department which were codified in the form of Department Circular 
No. 966, dated January 1, 1956. The resultant data as of December 1956 have 
already been made a part of the record of these hearings in answer to a request 
by the chairman. 

As will be noted in the Treasury’s statement of long-range commitments and 
contingencies, we do not attempt to add up all of the various contingencies in the 
way that the Comptroller General’s statement does, as we do not believe that such 
totals have any significance. The only conditions which would create the need 
for the Government to make good on any substantial part of these contingencies 
would be national financial disaster and world upheaval. If the Government 
should be required to pay any such obligation it would only be after allowance for 
offsetting assets, with many of the assets in the form of Government securities, 

Government guaranteed or insured loans and mortgages (including commit- 
ments), Government insurance in force, Federal Reserve notes, postal savings 
deposits, and unpaid subscriptions, involving, as they do, a variety of degrees 
of responsibility, all have a place in any overall appraisal of the Government’s 
financial condition. At the one extreme, the Government has specific statutory 
liability in respect to Federal Reserve notes. At the other extreme, the legal 
liability of the Government for the insurance undertakings of the FDIC or the 
FSLIC is limited to the insurance fund and Treasury loans. Nevertheless, in 
appraising the Government’s financial condition, we have generally included a 
reference to the FDIC and FSLIC as a part of the Government’s “long-range 
commitments and contingencies.’”’ Others of the listed items fall between these 
two extremes. In most cases, the possibility of the Government being required 
to make any substantial outlay is remote. 

The following items in the statement have never been considered by the 


Treasury to be properly included in such a list: 
In millions 


1. Obligations issued to the public by Government agencies ____-- ~~ - -- $2, 680 
ieee 2028 S200 2 OCU eC ha iO Peale wh kes tad 1, 331 
3. Unused borrowing power of Government agencies_______-_._------ 48, 433 
BE Ci AOE TAINS ois i ne Hila os How con ened cn 271, 254 

I ree ee eee UA ete ess ils ids 323, 698 


The reasons for the exclusion of the above items from the Treasury statement 
on long-range commitments and contingencies are as follows: 


1. Obligations issued to the public by Government agencies 


These represent debt obligations of the banks for cooperatives, the Federal 
home loan banks, the Federal intermediate credit banks, and the Federal National 
Mortgage Association. These obligations are not guaranteed as to either principal 
or interest by the United States. They are direct liabilities of the issuing agencies, 
and are purchased and held on the basis of the financial strength of the issuing 
corporations. (Furthermore, if there were any liability on the Government, and 
there isn’t, it would be limited to any excess of these agency debt liabilaities over 
the amount of Government securities and other assets owned by the issuing 
agencies. These assets are not listed as offsetting items in the Comptroller 
General’s tabulation.) 


2. Other 

These items represent $1,179 million of undelivered orders and contracts, $138 
million of grants, and $14 million of other items. 

Undelivered orders represent future deliveries of goods and services for which 
the Government will presumably receive full value. They are a part of the whole 
financial picture of the Government, but the Treasury does not list them as con- 
tingent liabilities any more than do commercial or industrial firms list their 
obligations to pay for future deliveries of merchandise. Upon delivery, they will 
become not contingent liabilities but direct liabilities and payment for them will 
be made from the general fund of the Treasury, in effect, as taxes receivable actu- 
ally materialize as budget receipts. 
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3. Unused borrowing power of Government agencies 


This authority of Government agencies to borrow from the Treasury is not 
considered by the Treasury as being in the nature of a contingent liability although 
it—along with the carryover balances of appropriations from one year to another— 
~_ become the basis for a real liability some time in the future. 

ven if it were proper to include such items as contingent liabilities, the amount 
of $48,433 million of unused borrowing gt presented in the Comptroller Gen- 
eral’s statement is penne overstated by $28,558 million, which represents the 
total of mortgages that could be insured by Federal Housing Administration. 
This latter item does not represent cash borrowing authority from the Treasury. 
Any mortgages insured by that agency which go into default are replaced by FHA 
debentures, which securities are guaranteed as to both principal and interest by 
the Government and which, at the time of their issuance, are included as part of 
the Federal debt. They are, therefore, a real rather than a contingent liability 
once they are issued. Also, there appears to be double counting involved because 
the first item in the Comptroller General’s statement, ‘Loans and mortgages 
guaranteed or insured by the Government,” already includes $19,152 million (out 
of the maximum possible $28,558 million) of outstanding insured FHA mortgages 
on June 30, 1956. 


4. Trust fund contingent liabilities 


The Comptroller General’s statement includes $271,254 million as ‘‘Trust fund 
contingent liabilities,’ including $251,000 million for the Federal old-age and 
survivors insurance trust fund. 

This represents the unfunded liability of the old-age fund, as computed actuari- 
ally, to be payable over a long period of years. It is not a present liability. An 
evaluation of future trust fund obligations should be coupled with an evaluation 
of future trust fund income to be meaningful. 

Furthermore, the Congress intended that this program should be completely 
self-supporting and specifically provided that benefit payments were to be made 
only from the fund. 


Secretary Humpurey. Thank you, Mr. Chairman. 
(Whereupon, at 1 r m., the committee adjourned, to reconvene 
at 10:30 a. m., Thursday, June 27, 1957.) 
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INVESTIGATION OF THE FINANCIAL CONDITION OF 
THE UNITED STATES 


THURSDAY, JUNE 27, 1957 


Unrrep States SENATE, 
ComMITTEE ON FINANCE, 
Washington, D. C. 

The committee met, pursuant to recess, at 10:30 a. m., in room 312, 
— Office Building, Senator Harry Flood Byrd (chairman) pre- 
siding. 

Preeit: Senators Byrd (chairman), Kerr, Frear, Long, Anderson, 
Gore, Martin, Williams, Flanders, Carlson, Bennett, and Jenner. 

Also present: Robert B. Mayo, Chief, Analysis Staff, Debt Division, 
Office of the Secretary of the Treasury; Elizabeth B. Springer, chief 
clerk; and Samuel D. MclIlwain, special counsel. 

The CuarrMan. The committee will come to order. 

The Chair recognizes Senator Frear. 

Senator Frear. Thank you, Mr. Chairman. 


STATEMENT OF HON. GEORGE M. HUMPHREY, SECRETARY OF 
THE TREASURY—Resumed 


Senator Frear. Good morning, Mr. Secretary. I trust you had a 
good night’s rest, without interference. 

Secretary Humpurey. Just worrying over your questions, Senator, 
that is all. 

Senator Frear. I am sure that was no worry to you. [Laughter.] 

Mr. Secretary, yesterday, when we were discussing the farmworker 
income in 1956 in your report, I understand the Senator from New 
Mexico received a letter from the Department of Agriculture clari- 
fying some of those figures. 

Would you object if that were made a part of the record at the 
proper place in the testimony? 

Secretary Humpurey. I believe that is very desirable. 

The Cuatrman. If there is no objection, it will be inserted in the 
record at the place it was requested. (See p. 252.) 

Secretary Humprrey. Do you have the copy? 

Senator Frear. No, sir; I do not. 

Secretary Humpnrey. Shall I read it, or hand it*in? 

Senator Frear. Just as you like. 

Secretary Humpurey. I might just as well read it. 

Dear Senator ANDERSON: In answer to your question this morning as to esti-~ 
mates of farm income per worker and operators’ net per farm income, the Eco- 
nomic Report of the President, transmitted to the Congress January 23, 1957, 


has a summary table on income of the farm population, 1929-56, which shows 
farm income per worker as $1,711 for 1955 and $1,862 for 1956. The 1956 figures 
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especially were based on such preliminary materials as were available to us 
through December at the time, but such changes as we have made since or have in 
prospect indicate that these are still relatively good figures, with much of the 
increase in 1956 accounted for by the fact that the estimated average number of 
farmworkers fell from 8,237,000 in 1955 to 7,869,000 in 1956. 

The economic report for January 1957 also carried a preliminary estimate of 
operators’ net income per farm of $2,268 for 1955 and $2,422 for 1956.. These 
figures relate to about 5 million farms in 1955 and to about 4,900,000 farms in 1956. 

I have not been able to check the figure of some 7 million farm families which 
you indicated had been mentioned to you by someone recently. Our estimate as 
of March 1956 was 4,900,000 farm-operator families and 700,000 farm-laborer 
families, making a total of about 5,600,000 farm families. 

Meanwhile, all of the above figures are of course necessarily tentative and will be 
subject to some slight changes when we issue our revised farm income estimates 
based on a complete summary of sales, inventory, and such other check data as we 
have been able to obtain over the last several months. 

These revisions will be released on or about the 16th of July. 

Yours very sincerely, 
O. V. Wretus, Administrator. 


And, Senator, this checks out the figures we were talking about 
yesterday. 

Senator Frear. Mr. Secretary, does that not, according to the 
estimate, prove that the total income of all farmworkers was less in 
1956 than in 1955? 

Secretary Humpurey. Where are these two figures here? 

Total farm income figures are not here, Mr. Senator. 

Senator Frear. No, sir, but if we estimated and multiplied the 
number of workers by the income, or divided, as the thing may be, 
I think we will find the total, overall amount would be less for all 
farmworkers’ income. 

Secretary Humpnrey. You see, both the number of farms and 
workers went down, but whether total income went down, I just 
do not know. 

This indicates, Senator, that the number of workers went down 
and the amount of income went up. 

Senator Frear. That is right. And if we multiply the number of 
workers in 1955 by the income as stated in your report, and the 
workers in 1956 by the income stated in your report, I think you 
will find that the total would be less in 1956. 

Secretary Humpurey. Well, these figures indicate the opposite. 
These figures indicate that the workers’ income was a little less in 
1955 than it was in 1956. 

Senator Frear. In the Economic Indicators for June 1957——— 

Secretary Humpurey. The figures I was referring to were on page 
187 of the Economic Report. And that is operator’s farm income. 

Senator Frrar. Yes, sir. 

If you will have Mr. Mayo turn to page 7, I think that is next to 
the last right hand column, and you will see the 1955 dollars are 
$2,385 net income per farm; 1956 is $2,364; and for the first quarter 
of 1957—— 

Secretary HumpnHrey. $2,384; $2,364. 

Senator Frear. Yes, sir. You see those two figures? 

Secretary Humpnrey. Yes, sir. 

Senator Frear. And it is a small amount, but less. 

Secretary Humpnrey. Well, the total was a little less. 

Senator Frear. Yes, sir. 

Secretary Humpnrey. But, you see 
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Senator Frear. If you will refer 

Secretary Humpurey. But, you see, the number of people you 
divide into that also went down. 

Senator Frear. Yes, sir. 

Secretary Humpurey. So the people might get more, even though 
the total was less, the lesser number of people. 

Senator Frear. That is right. 

Secretary Humpurey. If the people went down a little faster than 
the money, then per person would go up. 

Senator Frear. I think that is actually what it did, per person 
went up, but the total workers’ income was decreased. 

Secretary Humpurey. That isright. But there were fewer workers, 
so that the individual worker got a little more. 

Senator Frear. That is true, as I see it. 

Now, on that same page, 1957, the first quarter, gives the figure of 
$2,340. That is the last figure down there. 

Secretary Humpurey. Yes. 

Senator Frear. Which is a little bit less than the $2,364 the 
previous year. 

Secretary Humpnurey. Again less, but also it might be more per 
worker. 

Senator Frear. Yes, sir. 

That Weans that fewer farms got less per farm, however. 

Secretary Humpurey. Well, no, because farms decreased, too, 
the number of farms went down. 

Senator Frear. I think if we multiplied that out, it may not be 
too much, but it will be a little less. 

Secretary Humpurey. I see. 

I think per farm and per worker is moving up a little, although the 
total is moving down. 

But the other side of the coin is that the worker, farm worker, who 
ere was on the farm, is now working somewhere else, so that 

is income appears in some other place. 

Senator Frear. Well, I think there is probably some substance to 
that, sir. However, the figures that we have given 

Secretary Humpurey. It is a shift. 

Senator Frear. You agree that the figures you have just given are 
as accurate as you know how to get them? 

Secretary Humpnrey. I| think that is right. 

Senator Frear. Yesterday, Mr. Secretary, I think we skipped over 
the questions that pertained to your testimony as given on page 22, 
oe you were to supply some figures in response to my first question on 
that page. 

Sqeaatury Humpurey. Yes, Senator. I think that the first thing 
you asked for was the Government contribution to the civil service 
retirement fund. 

Senator Frear. May I just restate the question. 

Secretary Humpurey. Yes, if you will. 

Senator Frear. I think I asked for the amount of appropriations 
ee by your administration, year by year, from 1954 to 1957, 
inclusive, for the civil service retirement fund. 

Secretary Humpnurey. I have that here. 

In 1954, the figure as submitted in the budget document of January 
9, 1953, which was never changed and which was carried through, 
was $427 million. 
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That figure, because of the Kaplan committee’s investigation which 
was going on with the Congress, was reduced when it came to the 
matter of appropriation, because it was thought best by the Congress, 
and there was no objection from the administration, to await the 
determination of the Kaplan committee’s findings, and that $427 
million was reduced to $31 million. 

In 1955, the request was made for $30 million, and the appropriation 
was $30 million, awaiting the Kaplan report. 

By the 1956 budget, the Kaplan committee had made a report; 
the request was increased to $216 million, and the appropriation was 
$233 million. 

In 1957, the request was for $295 million, and the appropriation 
was for $525 million. 

And in 1958, the request was for $641 million; and that is, of course, 
pending. 

Senator Frear. Yes, sir. 

What is the Kaplan report? 

Secretary Humpurey. The Kaplan Committee was appointed to 
review the retirement policy for Federal personnel, and they were 
studying what these amounts should be and what the revisions should 
be, and so forth, and studying this subject. 

Senator Frear. I assume when you said the administration agreed 
that the appropriation not be made to the fund, that you concurred 
in that. 

Secretary Humpurey. Well, you mean me, myself? 

Senator Frear. Yes, sir. 

Secretary Humpnrey. As Secretary of the Treasury? 

Senator Frear. Yes, sir, as Secretary of the Treasury. 

Secretary Humpurey. | have no recollection of it. But I have no 
doubt I did. There was no objection from the administration. 

Senator Frrar. During the time that appropriations were tempo- 
rarily set aside, so to speak, did the Kaplan Committee or Congress 
suggest that this money be made up later on, that is, the Government 
contributions to the fund, since they were not going to contribute for a 
year or 2 years, as the case was here? Was there any statement, 
either from the administration or from Congress that these shortages 
in contributions would be made up in future years? 

Secretary Humpurey. I do not know, Senator, whether it was or not. 

Senator Frear. You say in 1956 the budget request was $216 
million. 

Secretary Humpnurey. That is right. 

Senator Frear. And the House raised it to $237 million, is that 
right? 

Secretary Humpurey. $233 million was the amount appropriated. 

Senator Frear. $233 million. That is not too far off, but the Civil 
Service Commission’s report of 1956 states $237 million. We will 
not quibble about that. 

Secretary Humpurey. There might be an error somewhere. 

Senator Frear. But it is close enough. 

Was it anticipated by the administration, the Budget Bureau, 
and/or the Secretary of the Treasury, that these deficits would be 
made up? 

Secretary Humpurey. Well, I will say so far as I personally was 
concerned, it was not. But I cannot answer that. Mr. Folsom was 
in the Treasury during this particular time, and this was his particular 
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field, and the basic subject they were considering was whether, and 
to what extent, it was practical to put money into these funds. 

If you went to strict insurance calculations, you would accumulate 
these funds very rapidly, and the question was whether it was desira- 
ble to do that and build some great fund, on these theoretical basis 
of these calculations; or, having accumulated a sufficient backlog in 
the fund to meet any foreseeable emergency, the thing to do was to 
revise it down onto a more nearly pay-as-you-go basis. 

And the result of the discussions was sort of a compromise. 

Senator Frear. Yes. 

Was that not the intent of the statute, to make it on a pay-as-you- 
go basis, Mr. Secretary. 

Secretary Humpurey. No. You see, this is all highly theoretical. 
It is all what sombody computes will occur years hence. 

Senator Frear. I recognize that. But there has to be a computa- 
tion for the contributions by the civil-service employees; and at the 
same time, there should be and apparently has been a computation 
for the Government participation in the retirement fund. 

Secretary Humpnrey. Employee payments are about $2 billion 
more, cumulative over the period, than the Government payments. 

Senator Frrar. Yes, sir. That is right. 

Apparently the Kaplan report—which I am not familiar with 

Secretary Humpurey. I am not, either. 

Senator Frear. Apparently it did recommend that the Govern- 
ment make annual appropriations to the fund, since you or the Bureau 
of the Budget has requested them since that time. 

Secretary Humpurey. Well, actually, I am sorry that I cannot 
answer the detail of what went on, because, as I say, Mr. Folsom had 
charge of this. I personally did not. 

Senator Frear. Yes. 

Secretary Humpurey. And I have no definite recollection about it. 

Senator Frrar. Yes, sir. 

Has the request of the Budget Bureau been put into effect and 
Congress had made the appropriations for the year 1954, how much 
would that have increased the Federal deficit for that fiscal year? 

Secretary Humpnrey. About, a little less than $400 million, three 
hundred and ninety-odd-million dollars. 

Senator Frear. Then your deficit for that year was how much? 

Secretary Humpurey. 1954, $3.1 billion. 

Senator Frear. Yes, sir. 

Secretary Humpurey. This would have made it about $3.5 billion. 

Senator Frear. $3.5 billion; yes, sir. 

Now, the same for 1955. You made a request for $30 million. 

Secretary Humpurey. The request was for $30 million, and the 
sonteieon was for $30 million. That was the agreed basis, ap- 

arently. 
. Sendier Frear. Yes, sir. So that had the same thing applied in 
1955 as in 1954, how much would that have increased your deficit 
for 1955, if you can give it? 

Secretary Humpurey. Well, the request and the amount appropri- 
ated were exactly the same in those years. There was no difference. 

Senator Frear. Yes; I recognize that, sir. But 

Secretary Humpurey. You mean if we had requested again in 1955, 
the same 
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Senator Frear. Had you followed the previous administration’s 
plan of requesting it, and I assume the plan during the first year 
of your Administration, since you did request it but because of the 
Kaplan report you did not follow through, assuming that the initial 
eet had prevailed how much would that have increased your 
deficit for 1955? 

Secretary Humpurey. Well, if you had had the same amount— 
you see, this is all a very highly technical, theoretical computation 
that you are working with here, which gets into all kinds 

Senator Frnar. I agree, but it proves the point. 

Secretary Humpnrey. But if we had used, as you suggest, exactly 
the same request for 1955, of $427 million, that was made in 1954, you 
would have had another $400 million deficit. 

Senator Frear. Then what would that have made your deficit for 
the year 1955? 

Secretary Humpnrey. It would have gone from $4.2 billion to 
$4.6 billion. 

Senator Frear. In 1956, you requested and received, as I under- 
stand it 

Secretary Humpurey. We requested $216 million and got $233 
million or $237 million, whichever it was. 

Senator Frear. You reported a surplus in 1956, did you not, in 
the budget? 

Secretary Humpurey. Yes, sir, $1.6 billion." 

Senator Frear. $1.6 billion. Well, had the same figures applied 
as you had used for the 2 previous years 

Secretary Humpnurey. It would have been $200 million less. 

Senator Frear. Or $1.4 billion. 

Now then, in 1957, you requested $295 million. 

Secretary Humpnrey. That is right, and we got $525 million. 

Senator Frear. And you got $525 million. 

The $525 million, I assume, will be included at the end of the 
fiscal year. 

Now, how much of a deficit or surplus do you anticipate for 1957? 

Secretary Humpurey. Well, we do not have our figures yet, 
Senator. But it is going to be around a billion dollars. I cannot tell 
within $200 million of $300 million 

Senator Frear. That is a surplus, sir? 

Secretary Humpurey. That is right. 

Senator Frear. You anticipate a billion-dollar surplus, or there- 
abouts? 

Secretary HumpHrey. One way or the other from a billion dollars. 

Senator Frear. Does that include your contribution to the civil- 
service retirement fund? 

Secretary Humpurey. That will include whatever the appropriation 
was. 

Senator Frear. If we take those 4 years together, how much would 
that change the total of your surplus or deficit of the 4 years? 

Secretary Humpurey. It would be about $800 million, I think, 
would it not? There is 4 and 4 is 8, and 2 is 10, less 2 here is 8. I| 
should think about $800 million. 

Senator Frear. What does that make your budget for the 4 years? 

Secretary Humpurey. Make what? 

Senator Frear. What does that make your plus and minuses for 
the 4 years, in the Federal budget? 

















ina 


| 
| 
! 





FINANCIAL CONDITION OF THE UNITED STATES 277 


Secretary HumpHrey. We will have to add that up. 

I do not know what to use for this year. Do you want to use the 
budget figure? I suppose that it—— 

Senator Frear. If the billion dollars is close enough we can use 
that. 

Secretary Humpurey. I do not know whether it will be a billion 
200 or 300 or 400 or 800 or 900 million. I would think that prob- 
ably—let’s put a billion and a half in to figure it. That would be— 
actually, we have had deficits of $7.3 billion and credits of about $3 
billion. We have a net deficit of about $4 billion. 

Senator Frear. I wish you could promise me that you will have 
credits, and I would be happier about it. It will only total about 
$2.6 billion? 

Secretary Humpurey. Well, it will be somewhere between $2.6 
billion and $3 billion. 

Senator Frear. So that even at your figure of $3 billion, the deficit 
for the 4 years is something over $4 billion. 

Secretary Humpurey. That is right. 

Sisedek Venan. I think it would hardly be fair to assess the total 
deficit of the civil-service retirement fund to the past 4 years, so it 
should be only 25 percent or 20 percent, I do not know the exact 
figure; but the question is, Do you and the administration now, as 
requested in your 1958 budget of $641 million, believe that the Gov- 
ernment should supply its part in cash to the retirement fund? 

Secretary Humpurey. I believe there is—and again, now, I am 
speaking not of my personal knowledge, because somebody else has 
been handling it, but I think the Budget Bureau and the committee 
and Congress and other people have arranged that there will be higher 
amounts in order to offset this difference—— 

Senator Frear. Yes. 

Secretary Humpurey. Over a period. 

Senator Frear. In order at least to make up for the 2 years in 
which only $30 million was put in, therefore it is anticipated, that it 
will be brought up to date? 

Secretary Humpurey. It will be brought forward over a period. 

; Senator Frear. It will be brought forward over a period in the 
uture. 

Secretary Humpurey. That is correct. 

Senator Frear. Of course, it is by statute now that each agency has 
to include cash contributions in the respective budgets. 

Secretary Humpurey. The present budget puts it all back to the 
agencies themselves. There is no lump figure, but each agency con- 
tributes its own. 

Senator Frear. So this $641 million is a contribution of all of the 
agencies. 

Secretary Humpnrey. That is correct. It is spread all through 
the budget. 

Senator Frrear. Yes. 

Who handles the investments for the civil service retirement fund? 

Secretary Humpnurey. Mr. Burgess. 

Senator Frear. It is in the Treasury Department? 

Secretary Humpurey. It is in Treasury; yes. 

Senator Frear. What are the investments of the fund? 

_ Secretary Humpurey. Well, they are all Government special 
issues. 
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Senator Frear. The same policy is followed in the fund for the 
retirement of civil service employees as you follow in the social 
security fund? 

Secretary Humpurey. That is right. 

Senator Frear. Yes, sir. 

In other words, you take out the cash and put in Government 
bonds. 

Secretary Humpurey. Same general policy. 

I think it might be well to just tell a little incident about that, as 
a part of this. 

A number of years ago, 2 or 3 years ago—it seems a lot longer, 
these are a very long 4 years, so it seems longer [laughter|—but 2 or 3 
years ago, a businessman was a little critical of the fact that we took 
the money, as he said, out of the funds and put in an I O U, which 
is not an I O U, it is a Government obligation. And I asked him 
if he did not have a pension fund, and he said he did. And I asked 
him what his pension fund was invested in. He says, ‘Ours is in- 
vested in Government bonds.’’ I said, ‘‘So is ours.” 

There has been a lot of criticism. 

Senator Frear. He was a satisfied customer after that. 

Secretary Humpnrey. But it is entirely unjustified, the criticism. 

Senator Frear. If you refer to the 1956 Annual Report of the Civil 
Service Commission, why was the interest in 1956 less than the 3 pre- 
vious years, even though the principal was higher each year? 

Secretary Humpurey. I think you will have to ask Mr. Burgess 
about that. This is Mr. Burgess’ function to handle these things, and 
I cannot give you the detail. He will save a lot of time in answering 
them. 

Senator Frear. Yes. All right, sir. 

Mr. Secretary, what programs suggested by the President have 
not been enacted by the Congress? 

Secretary Humpurey. I do not think I could tell you in detail, 
Senator. 

Senator Frear. One of them, you know, was Federal aid to educa- 
tion. 

Secretary Humpurey. You mean that were suggested in the present 
budget which have not yet been enacted? 

Senator Frear. No. The programs that were originally suggested 
by the President, either in his state of the Union message or—— 

Secretary Humpurey. For this year, or the whole 4 years? 

Senator Frear. The whole 4 years. 

Secretary Humpurey. I couldn’t tell you right offhand. 

Senator Frear. I see. 

You do not know whether Congress has enacted all of the programs 
suggested by the President? 

Secretary Humpurey. No; I do not think so. I can think of one 
that means a great deal to me that was not enacted, and that was 
putting the Post Office on a pay-as-you-go basis. [Laughter.] 

Senator Frear. I think that is a very good one. 

Secretary Humpurey. It is one I have been very interested in. 

Senator Frear. The President could have corralled a lot of extra 
support, I think, had his suggestions been in a little different form. 
We will not debate the Post Office Department now, Mr. Secretary. 
But had those programs been put into effect, what difference do you 
think it would have made in the budget? 
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Secretary Humpnrey. | could not tell you. The Post Office would 
have helped us quite a lot. 

Senator Frear. That would have been one in your favor. 

Secretary Humpurey. Yes, sir. 

Senator Frear. I suppose, just as a parting shot, we ought to go 
after something, Mr. Secretary. [Laughter.] 

Yesterday, President Eisenhower asked business to refrain from 
increasing prices. Do you believe the steel industry should comply 
with the President’s request? 

Secretary Humpnurey. I do not know whether he asked them not 
to increase at all, or not. 1 think what is intended, and I think what 
is correct, is that this matter of inflation is a very, very serious problem 
for all of us, for everybody in this country, and I think that the 
Government cannot do the job alone and should not be expected to. 
ioe not think the Government can do any of these economic jobs 
alone. 

I think that the economics of this country are very, very largely 
dependent upon the conduct of the people of the United States and 
what they do. 

And the people of the United States, and specifically, I think, both 
employers and employees, in making their demands either for wages 
or for prices, should take into account not what is going to happen just 
in the next quarter or the next half-year or the next year, but they 
should take into account the effect of their actions on the whole 
economy. Within the limits of successful business operation and fair 
wages—you are entitled to both, and this country will not be any 
good without both—but within the limits of a reasonably successful 
operation and fair wages, that longer-term view should be taken and 
the demands of both should be harmonized, as far as possible, looking 
to the longer-term views instead of what is going to happen just next 
week. 

Senator Frear. Do you think in the President’s request yesterday 
that fhe should have excluded the farmers? In other words, he 
referred only to business. Is farming a business in that category; or 
is it not? 

Secretary Humpnrey. I assume he was talking about business, 
not 

Senator Frear. Business industrial, and not farmers? 

Secretary Humpurey. Yes. That would be my assumption. 

Senator Frear. But you certainly feel the farmers should not 
refrain from getting a little more of the consumer’s dollar on these 
increased prices? 

Secretary Humpurey. I do not know too much about it, but I think 
the farm problem is a little different problem from what is called the 
business problem. 

Senator Frear. Yes, sir; I recognize the problem is different, but 
the money in his pocket means just as much as it does to the industrial 
man. 

Secretary Humpurey. What I mean is this, Senator: You would 
not have exactly the same things; it is a different problem. You 
would have different ways of getting at the problem. 

Senator Frear. I concur in that statement very, very much. Asa 
matter of fact, I think perhaps we have tried to do things for different 
types of industry as they relate to farming, and maybe to farming 
direct, and have not been too successful in it. 








a oe Se Oe Oo ee 





280 FINANCIAL CONDITION OF THE UNITED STATES 


I will make this the last one, and this is from memory: 

I believe earlier in your testimony, you indicated that the people 
of this country, including the industrialists should refrain from sub- 
sidies as far as possible. 

Then you went on to say that, all of these people who had been 
affected by budget cuts were here crying on the shoulders of the 
administration, saying that it was all right to clip the budget for some- 
body else, but not where it affected them. 

I think during that conversation you said to your knowledge, that 
no group of industrial people or no segment of our economy had so 
far come forth requesting that subsidies be eliminated. 

Secretary Humpurey. That their own subsidies 

Senator Frear. Their own subsidies be eliminated. 

Secretary Humpurey. I have not seen any. 

Senator Frrear. I think in some testimony before this committee, 
a couple of farm groups did state that they were in favor of no Federal 
subsidies whatsoever for anybody, and that they would agree to start 
the ‘no subsidy” appeal if there was some indication that industry 
and others would follow it up. 

I just think those farm organizations, at least, should be given a 
little credit for their initiative in trying to eliminate Government 
subsidies. 

Secretary Humpurey. I think that is right. 

Senator Frear. Thank you, Mr. Secretary, for vour kindness in 
answering the questions, and the manner in which you have answered 
them. 

I tnink after we have read this record, that they will be very re- 
flective. Thank you. 

Secretary Humpurey. Thank you, Senator Frear. 

The CuarrMan. The Chair recognizes Senator Williams, of Dela- 
ware. 

Senator Frear. This is a Delaware day. [Laughter.] 

Senator Wimu1ams. Mr. Secretary, first I vould like to refer to 
questions asked by my colleague in connection with the civil service 
retirement system, and I think this should be put into the record in 
order to clarify it at this point. The Hoover Commission in studying 
the reorganization of the Government found that we had about 18 
to 20 different retirement systems and made a recommendation that 
a committee should be appointed for the purpose of studying these 
retirement systems with the thought perhaps of consolidating them. 
In 1952 Congress passed a resolution setting up such a Committee 
and appropriated $250,000. President Truman appointed this Com- 
mittee, of which Mr. Kaplan was the Chairman. 

In 1953 the Committee asked for an extension to complete its work, 
and President Eisenhower asked for an additional appropriation of 
$167,000, which Congress approved. He then reappointed the same 
Committee to continue the work, and pending the report of that 
Committee, Congress did hold up appropriations. 

Now, the Committee in their report to Congress made the recom- 
mendation that we should combine these systems and the civil service 
system all with the social-security system, which proposal was rejected 
by Congress. 

Secretary Humpurey. That is right. 

Senator Wiu1ams. And in place of that, Congress passed a law 
putting the contributions of the employees on a fixed 6%-percent rate, 
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and we fixed the Goyernment’s contribution at 6 percent, which is 
mandatory, and your budget estimate this year of six-bundred-million- 
something dollars is an estimate only, but it is payable identically, 
I mean in direct proportion to the amount of salaries paid? 

Secretary Humpnrey. That is right. 

Senator WiiuiaMs. This rate is fixed under the law, and whether 
there is an accumulated deficit or whether there is not is something 
the Congress will have to face in the future, I suppose. 

Secretary HumpHrey. At some other time. 

Senator Winurams. At some other time. 

Secretary Humpurey. Thank you very much. 

Senator WiiuiaMs. Furthermore, under the law, the investments 
are required by law all to be in Government bonds? 

Secretary Humpurey. Yes, sir. 

Senator WiuuiaMs. I thought it should be cleared. It just so hap- 
pens I have here the report, but we will not go into the trouble of 
reading that report here and the recommendations. 

Secretary Humpurey. That is right. 

Senator Wiuu1aMs. Mr. Chairman, I was interested in a report 
that came out this morning, or a release to the press, which I think 
should be commented upon. It is a report of the Subcommittee on 
Fiscal Policy of the Joint Economic Committee of the House and 
Senate, under the chairmanship of Congressman Mills. It is com- 
prised of Congressman Curtis of Missouri; Senator Douglas, a member 
of this committee; Senator O’Mahoney; and Senator Goldwater. 

I would like to read just an excerpt from this report, because they 
rather strongly endorse the monetary policies of the administration 
as I interpret it. This report reads—I am reading from page 2 of 
the report: 


Irflation is a grave economic problem facing the American economy today. 
Failure to deal with it forthrightly will result in increasing hardships for millions 
of Americans. It will impose the costs of economic instability on future genera- 
tions by making achievement of steady economic progress increasingly difficult. 


And continuing reading over on another page of the report, it says: 


The basic problem is an inadequate level of savings out of current income. An 
ever-increasing volume of real savings is needed to meet the economy’s require- 
ments for replacement of plant and equipment under inflated prices and for 
growth based upon full exploitation of rapid technological advances. Fiscal and 
monetary policies should be directed toward encouraging a higher level of volun- 
tary real savings under the present conditions of inflationary pressure. 

Since these objectives have not been fully accomplished, public policies to cope 
with increases in the price level must take the form of general fiscal and monetary 
restraints on the expansion of total spending. It is recognized that the burden 
of such restraints may not be evenly distributed throughout the economy. The 
burden of inflation, however, is far more inequitably distributed. The alternative 
to general fiscal and credit controls is some form of direct Government control 
over wage and price determination. The use of this type of control would produce 
results as bad, if not worse, than the inflation against which it would be directed, 
and should be avoided. 


I was wondering, Mr. Secretary, if you would care to comment on 
this report at this time? 

Secretary Humpurey. I testified before that committee on Friday, 
June 14, and I was very gratified and pleased to read the report that 
that committee made, because the committee’s report is exactly along 
the lines of the policy that we have been following. It follows the 
policy that we have been following almost exactly, and it recommends 
that 1¢ be continued, 
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Senator Witu1aMs. That is the reason I thought it was worth calling 
to the attention of the committee. 

Secretary Humpurey. I think it is very desirable to have this report 
for your consideration. They heard a large number of outside wit- 
nesses as well as the administration witnesses. 

Senator Wintuiams. Mr. Chairman, I think it would be well—it is 
very short—if here we might have made a part of the record this 
complete statement. 

The Cuarrman. If there is no objection, it will be inserted. 

Senator Kerr. I reserve the right to object, Mr. Chairman. I see 
no reason to clutter up this record by including within it a rather offi- 
cial lengthy document. It can be filed. 

Senator Wiuuiams. I will withdraw the request, but the part I 
wished included is only a page and a half. 

Senator Kerr. I have not objected. I will reserve my right to 
object. 

Senator Wituiams. You may be right. 

The CuarrMan. The secretary to the committee says it would be 
duplicating. So it will be filed. 

Senator Wiiuiams. In the interests of economy, then, we will 
withdraw it. 

Senator Kerr. Still reserving the right to object, and that is the 
only way I can speak at this time, Mr. Chairman, I hope that the 
members of the committee will read that report, because I think, 
if they carefully discern it, they will find from it what should not be 
in our report. 

Senator Wii11ams. The reason I was asking that it be put in as 
part of the record was that I thought the committee should read it, 
but we will see that the committee is supplied with copies. 

Mr. Secretary, a lot has been said during recent months, and in 
particular during the recent days before this committee, as to the 
question of high interest rates, and the question has come to my mind 
as to whether or not interest rates are high if we go back and compare 
them over a period of prior years, or whether we just are considering 
interest rates high today because we are comparing them with two 
periods in which there were artificial controls in operation? 

Secretary Humpurey. I think the latter is the case, Senator. 

Senator WiuuiaMs. For instance, we compare interest rates today 
with the period between 1941 and 1951, at which time they were 
supported at par by the Federal Reserve System. Is that not true? 

Secretary Humpnrey. That is correct. 

Senator WiiuraMs. And, prior to 1941, going back to around 1920, 
I think it was, Government bonds were partially tax exempt—is 
that not correct?—and some of them were wholly tax exempt? 

Secretary Humpnurey. That is right. 

Senator WiiurAms. Therefore, the tax-exempt feature of those 
bonds would make a great difference in the comparative rates? In 
other words, if Government bonds were tax exempt today, we would 
have a more 

Secretary Humpurey. You would have a lower interest rate. 

Senator Wituiams. A lower interest rate. Now, to pursue that 
thought: How does the interest rate on municipals today compare 
with what it was 20 or 25 years ago? I think that information is in 
the President’s Economic Report. 
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Secretary Humpurey. Your high-grade municipal bonds from 

Standard & Poor’s—and I will just read the years. This begins with 
the year 1929 and goes on to the present, so I will just not read the 
years, but the amounts, and you will get the way they fluctuated: 
4.27, 4.07, 4.01, 4.65, 4.71, 4.03, 3.40, 3.07, 3.10, 2.91, 2.76, 2.50, 2.10, 
2.36, 2.06, 1.86, 1.67, 1.64, 2.01, 2.40, 2.21, 1.98, 2.00, 2.19, 2.72, 2.37, 
2.53, 2.93. That 2.93 is at the present time. That was 1956. 

Senator WiuuiAms. In other words, State—I mean municipals— 
are—— 

Secretary Humpurey. They have increased in the past year again 
to—they run this year starting with January at 3.40, 3.26, 3.32, 3.33,, 
3.52, 3.44, 3.44, 3.51, 3.57, 3.64, and 3.70 on June 8. 

Senator WiuuiAms. They have averaged this year around 3.75; is 
that about right? 

Secretary Humpnrey. Just alittle less than that. They are around 
3.75 now, and they might have averaged a little less than that. 

Senator Witi1ams. And the period 1929 to, say, 1939, that 10-year 
period, they averaged a little better than 4 percent; is that right? 

Secretary Humpurey. Yes, for that period. 

Senator WiiuraMs. In the early thirties? 

Secretary Humpurey. That is right. They were all better than 4 
percent. 

Senator Wiiu1Ams. Of course, municipals are tax exempt; but in 
reality they are financing today on a comparative basis cheaper than 
they were in that period; is that not true? 

Secretary Humpurey. Yes, sir; that is correct. The low point 
was reached in 1946, and they have been going up steadily since 1946, 

almost steadily. 

Senator Wituiams. Yes. But, at the low point in 1946, Govern- 
ment bonds were being supported at par? 

Secretary Humpurey. That is correct. 

Senator WiuuiaMs. And interest rates were being kept at am arti- 
ficially low level, which would have had an effect on them? 

Secretary Humpnrey. That is right. 


+g Wituiams. How are the interest rates on AAA corporation 
yonds? 

Secretary Humpurey. Well, they follow the same pattern, almost 
exactly, and they start with 4.73, 4.55, 4.58, and they finish with 3.36, 
and down to the end here at 3.82. 

Senator WitiiaMs. But they, too, based upon Moody’s reports of 
AAA bonds, are lower today than they were in the average of those 
prior years? 

Secretary Humpnrey. Yes, sir. They got up as high as 5.01 im 
those years. 

Senator Wiiuiams. Now, I asked you, Mr. Secretary, to compile # 
record of the interest rates on Government bonds alone. Do you 
have that report there with you? 

Secretary Humpurey. You are talking about. the—— 

Senator WitiiaMs. The public debt. 

Secretary Humpnrey. Public debt over how long a period? 

Senator WituiaMs. I asked you to go back as far as reasonable, 
and will not ask you to read all the record, but you could summarize 
it, perhaps, and we will incorporate the whole report in the record. 
I think you went back a hundred years, did you not? 
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(The table referred to, ““Computed interest rate on the public debt 
and yields on long-term Governments,” is as follows:) 
ts on long-term 


Computed interest rate on the public debt! (1855-1957) and yiele 
Governments (1919-57) 


[Percent per annum] 














June 30 Computed | Long-term |} June 30 Computed | Long-term 
rate | yields? rate yields 2 
SS | - - ee eee ——— a 
| } | 
1855 6. 53 | || 1908. 2. 35 
1856_ - 5. 88 | | 1909__ 2. 33 
1857 5. 88 | } 1910..-_- 2. 33 
1858... 5.47 i} 1911 2. 33 
1859. . . 5. 36 | 1912 2. 36 
1860- 5. 32 | 1913... 2 36 
1861 5. 63 | 1} 1914... 2. 36 
1862__. 6. 03 1} 1915_ 2. 37 
: a 
eT bol nlite lisse (haere. 312 | 
1865. . 6. 21 | | 1918... 3.91 | 
1866 _ - 6. 29 1919... 4.18 | 4.70 
1867 6. 20 }} 1920__ 4,22 | 5. 56 
5868 _ _ . } 5. 86 1921_._. a ae 1. 34 5, 26 
1869. _. 5. 83 1} 1922_... dows gnabia th 4,24 | 4.19 
1870... 5.83 ss a a dibhama 4,21 4.34 
1871 5. 83 1924 4.18 | 3. 96 
1872__ 5.77 1925 4.10 | 3. 79 
1873 5. 78 1926 4.09 3. 68 
1874 5.73 1} 1927 nt 3. 96 3.35 ' 
1875 5. 67 1928 3. 88 3. 36 
1876 5. 66 1929 3.95 3. 66 
1877 5. 49 1930. 3. 81 3. 25 
1878 | 5. 32 a 3.57 3.14 
1879 4. 44 1932. ... 3. 50 3. 67 
1880 4. 66 1933. 35 3. 20 
1881 4. 61 1934 18 2.95 
1882_- } 3. 96 1935_ 2.72 2. 70 
1883 3. 88 1936 2. 56 2 
1884 3. 95 || 19387 2. 58 2. | 
1885. . - 3. 98 1938 2. 59 2.8 | 
1886. _ . 4.02 1939. 2. 60 2. 
1887 4.15 1940_. . 2. 58 2. é 
1888 4.16 1941 52 1 
1889 4.14 1942 2.28 $2. 
1890 _. 4.14 1943 1, 98 2. 
1891 3.87 1944 1.93 2. 
1892_ _- 3. 91 1945. 1. 94 2.< 
1893 _ - - 3. 91 1946 2.00 2. 
1894 4.00 1947 2.11 2. 3 
1895_ 4.07 1948 2.18 2. 42 
1896 _ 4.06 1949 2. 24 2. 32 
1897__. 4. 06 1950 2. 20 2. 34 
1898 Ks 4.06 | 1951 2.27 2. 64 
1899. _. 3.90 | 1952 2.33 2. 61 
1900... 3. 28 1953 44 3.05 
1901 3. 02 1954 2.3 2. 52 
1902 2. 96 1955 2.35 2. 86 
1903 2.79 1956 9 58 9 94 
1904. 2. 70 1957 
1905... 2. 70 May 31_...-. 2.75 3. 49 
1906 2. 60 June 25 3. 64 
1907 2. 42 


1 Interest-bearing. 

2 Average of monthly average for June and July each year, 1919 through 1952; June 30 each year, 
through 1956. 

3 Partially tax-exempt, 1919 through 1941; fully taxable 1942 through 1957. 


Secretary Humpurey. Yes. This is on the Government debt and it 
goes over a very long period of time at 6 percent and 5 percent. 

Senator WiuiuiAMs. I would suggest just in order that we might save 
time, we just take 10-year intervals. They are in blocks there where 
you can give them. 


Secretary Humpurey. These seem to be in 5-vear intervals. 
Senator WiiuiAMs. All right. 
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Secretary Humpurex. Yes, these seem to be in 5-year intervals. I 
can put them in 10-year periods and come pretty close. “ 

Senator WiiuiAMs. All right 

Secretary Humpurey. Starting way back with 1855 ‘to 1865" 
was all between 5 and 6 percent, more nearly 6 

Senator WiLuaMs. It started out in 1855 at 6.53 percent? 

Secretary Humpurey. That is right. 

Senator WintiaMs. And it got down as low as 5.80 during that 10- 
year period? 

Secretary Humpurey. It got down as low as 5.32 at 1 period. 

Senator WiuraMs. Yes. 

Secretary Humpurey. It would be between 5 and 6, averaging 
just under 6. 

From the year 1865 to 1875, about the same thing would be true, 
the high point there being 6.20, a the low point was 5.73. 

The next period, 1875 to 1885, it would be around 5 percent. The 
top was 5.67 aud the low was 3.95. Wait a minute. It was 3.88. 

From 1885 to 1895 it would be around 4 percent, a little better 
than 4 percent. The high was 4.16 and the low was 3.87. 

From 1895 to 1905, it began to drop down. It went from 4.07 
down to 2.70, and that would average around 3 percent, a little 
better than 3. 

From 1905 to 1916, was a low period. It went from a high of 2.70 
to a low of 2.33, an average of about 2.5 percent. 

From 1915 to 1925 it was running up again and would average over 
3.5 percent, I would say. The low was 2.37 and the high was 4.34, 
but many more 4’s. It was above 4 percent for the greater part of 
the time. 

Senator WiiuiamMs. During those intervals there were some long- 
term bonds sold as high as 5.56, is that correct? 

Secretary Humpurey. That is correct. The long-term bonds sold 
at 4.70, 5.56, 5.26. 

Senetor Kerr. What period was that? Pardon me, I did not get 
that? 

Secretary Humpnrey. Well, in the year 1920 there were long- 
term- —1919 was when the long-term bonds were sold at 4.70; in 1920 
at 5.56; in 1921 at 5.26; 1922 at 4.19; 1923 at 4.34; and 1924 at 3.96. 

Then from 1924 on—well, let us take the next 5 years now. It is 
a little easier to compute. The next 5 years—from 1925 to 1929—the 
average would be about 3.75 percent, or between 3.75 and 3.5 percent. 

The next 5 years, 1930 to 1934, would average about 3.5 percent. 

The next 5 years, 1935 to 1939, would average about 2.75 percent. 

The next 5 years, 1940 to 1944, would average about 2.25 percent, 
I would say, a high of 2.58 and a low of 1.93. 

Then from 1945 to 1949 the average would be a little over 2 percent. 

And from 1950 to 1954 the average would be about 2.35, between 


2.25 and not as high as 2.5. Then in 1955 it was 2.35, and in 1956 
it is 2.58. 

Senator WiuuiaM. Mr. Chairman, I would like to make this entire 
chart a part of the record because I think it does show that throughout 
the history our interest rates have fluctutated from a high of 6.5 
percent. 

Secretary Humpurey. Over 6. 
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Senator Witu1ams. Down to around 2.25 to 2.5 at times; and that 
these fluctuations have occurred on 2 or 3 different occasions from the 
low to the high during this period. 

Secretary Humpurey. We have been up and down 2 or 3 times. 

Senator Witu1aMs. Those conclusions are safely supported from 
that report. 

Secretary Humpurey. A number of times. 

Senator Wrui1ams. And based upon the record of how rates on 
municipals have declined it can be said that interest rates on Govern- 
ment bonds today are bigh only because we are comparing them with 
= artificially low level periods of interest. Would you agree with 
that! 

Secretary Humpurey. I think that is about right. 

Senator Wiiu1ams. Would you recommend that the Government 
go back to the policy of the Federal Reserve System’s supporting 
Government bonds? 

Senator Humpnrey. I would recommend very positively against it 
as a standard practice. 

Senator Wiiu1ams. And that position was concurred in by the 
report of this committee to which we referred just a few moments 
ago? 

Secretary Humpurey. That is correct. 

Senator Wiiurams. Are there not only two ways, you might say, 
in which interest rates could be forced at a lower level; one would be 
to go back to the old policy of supporting all Goverrment bonds, or 
perhaps the printirg of, some money to pay off these bonds? 

Secretary Humpurey. Or a much reduced demand for money. 

Senator Wiis. Yes. 

Mr. Secretary, perhaps this is in the record before, but just who 
owns our national debt when we speak of this $7 billion interest that 
is being disbursed? Who gets that money? 

Secretary Humpurey. Yes, sir, I can tell you who owns the debt 
and, of course, the ones who own the debt would be the people who 
get the interest. 

Government investment accounts own $54 billion. 

Senator Wiriurams. Those are mostly the trust funds, such as the 
civil service retirement fund? 

Secretary Humpurey. That is right. 

Senator Wiiu1aMs. Social security fund, and the other trust funds 
administered by the Government? 

Secretary Humpnrey. That is correct. 

Senator Wiuu1ams. And to the extent we pay larger amounts of 
interest into those funds, we would automatically have to appropriate 
less money ultimately to make them good if there was a deficit? 

Secretary Humpnrey. That is right. 

Senator Win11ams. And, on the other hand, if interest rates were 
reduced to those trust funds, our obligations to appropriate would be 
greater? 

Secretary Humpurey. Might be increased if we ran a deficit. 

Senator Witu1aMs. Federal Reserve banks—I will read the figures 
to the nearest billion instead of getting into detail. 

Secretary Humpurey. These figures are all as of December 31, 1956. 
Federal Reserve banks, $25 billion. 

Senator WituraMs. Might I ask you at that point, the interest that 
is paid in earnings of the Federal Reserve bank 
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Secretary Humpurey. Comes back 90 percent to the Treasury. 

epg WitutaMs. Ninety percent of that comes back to tha Fees 
ury 

Secretary Humpnrey. That is right. 

Senator WruuraMs. Yes, sir. 

Secretary Humpurey. Less expenses. They pay their expenses, 
and 90 percent of the rest is paid back. 

Senator WruuiaMs. Yes. 

Secretary Humpurey. Commercial banks, total of commercial 
banks is $59 billion. Now, that is divided, if you care, between vari- 
one neater city banks and other banks but it is commercial 

anks. 

Senator WituraMs. That is all right? 

Secretary Humpurey. Yes. Total about $59 billion. 

Life insurance companies, $8 billion; other insurance companies, 
$5 billion; mutual savings banks, $8 billion; savings and loan associa- 
tions, $3 billion; State and local pension funds, $5 billion; corporate 
pension trusts, $3 billion. 

I am reading in each case the rounded figures. 

Senator WiiuraMs. That is right. 

Secretary Humpurey. Which comes out to $91 billion. 

Now, those are private financial investors. 

on al Lone. Could I ask at that point the chart be placed in the 
recor 

The CuaatrmMan. The chart will be put in the record. 

(The chart, “Ownership of the public debt,” is as follows:) 
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Ownership of the public debt, Dec. 31, 1956 





l 
Amount held 
| 














Billions of Percent 
dollars 
Government investment accounts: 
Federal old-age and survivors insurance trust fund--..............-----.- 21.8 8 
Railroad retirement account--__-_._.....- ele de kaka ewathpirearetenen | 3.6 | 1 
Federal employees retirement funds. .-...........-- a hs cckdaoe 7.3 | 3 
Veterans life insurance funds... -..........--- I a we 6.7 | 2 
a OS SS ee ae ee ae | 9.1 | 3 
MEE Sn inns Sahai neni bE bead ade h > ieoeedsss Fibs 5.5 | 2 
‘motel... OS a a ee ebhnnnneeine 54.0 | 20 
Federal Reserve banks........____..-..----.------- PT cine id 24.9 9 
Private financial investors: 
Commercial banks: 
Federal Reserve members: 
nD DOORN Ae hd. ie camednennetosne ea 8.3 | 3 
ST GEE. repr acess nsnsene peat weed 17.6 6 
Other; bawitess. 4.2... 5. 65.2-..6.2- —_ eves kates a aa 22.4 g 
i oe On aeusedadonnabincamecneonaae at 11.1 | 4 
Total, commercial banks............-.------- | 59, 4 | 21 
Life insurance companies----......-.-...------ adeaup p Uh ative deesawne 7.5 | 3 
Other insurance companies... ..........-......-..-.--- la sieyeos 5.3 | 2 
Mutual savings Banks.............-.-. 200... --20025520-0---2--+- tos 8.0 | 3 
Savings and loan associations.............---.- tii taedidtaa Shain mae tis 2.8 | 1 
State and local pension trust funds- --.-.--.-- Pee cedateaves Bedcdetatnbeecche | 4.9 | 2 
ee ee ee ae 2.8 | 1 
Fickle aan el cae 
Total, private financial investors. ............--..-.------- mda al 90. 7 33 
Other investors: 
Individuals (including percent trasta): 
id nc eae Rsdahenbonauce onal 41.4 | 15 
en od. 2 hee tedeandidatecduedcasebab | 8.7 | 3 
Ne en ceadaenebineSnebeewsnence -| 16. 5 | 6 
Waited Amerie ic nica cnseeess et Re de tein aici ial 66.6 | 24 
no aamheeweiiacdasenwncaseeraet 19. 2 7 
ee eS . Sc cdceenen wen eaeasdserasnnns 10. 8 4 
tap eeenenpeegekinsaneneton 7 l 
Foreign and international accounts- __--_--- i 3 
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1 Other than pension trust funds. 





Secretary Humpurey. That is $91 billion that go to private in- 
stitutions, of which $59 billion are banks. 

Now, other investors—these are individuals—the E and H bonds, 
$41 billion. The other sav ings bonds, $9 billion. Marketable secu- 
rities, $17 billion. Ora total for individuals of $67 billion. 

Now, then, the nonfinancial corporations, which are business corpo- 
rations and others, $19 billion. State and local governments, $11 
billion. Nonprofit institutions, $3 billion. Foreign and international 
accounts, $7 billion. Or those other investors are a total of $107 
billion. 

So that the total of private nonbank investors are about $138 billion. 
The banks are about $60 billion, and that plus the Federal Reserve is 
about $85 billion. And that adds up to a total of $276 billion of 
total debt. 

Senator WiuuiAMs. Mr. Chairman, I would like to have that chart 
~ in the record in its entirety at this point, because I think it should 

e noted at this time that of this debt, $54 billion is paid to the trust 
funds operated by the Government, and, of the other $90 billion item, 
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about $30 billion of it goes to insurance companies, and it is individual 
Americans who own most of the insurance. 

Secretary Humpurey. That is right; again, to go back 

Senator Witu1AMs. To go back again, the same thing is true of the 
corporate pension trust funds and about $40 nillion of E and H bonds 
and other savings bonds, which include J’s and K’s, I understand, are 
guaranteed at par and have fixed interest rates so far as the American 
people are concerned, and there is only the remaining portion of it 
which is subject to any fluctuation or demand as far as sale is con- 
cerned? 

Secretary Humpnrey. As to what? 

Senator WinuiaMs. That are subject to fluctuations on the market, 
that is on the open market, that is the part that is not in the invest- 
ment trust funds? 

Secretary Humpurey. Oh, no; that is not correct. 

Senator WiiuiAms. They are not—— 

Secretary Humpurey. The part in the funds are not—— 

Senator WriiiAms. They are fixed? 

Secretary Humpurey. They are fixed. 

The CuatrmMan. The Chair has no objection to insertion of the chart 
in the record, but for the record, did the Senator from Delaware say 
that these trust funds were owned by the Government? Is it not 
a fact that some trust funds are not owned by the Government? 
How are the social security and railroad retirement funds classified? 

Secretary Humpurey. The Government is the custodian of the fund, 
1 think, is the proper way to put it. 

The CHarrmMan. When such a table is placed in the record will it 
show those which are exclusively owned Government trust funds, and 
those for which the Government is only the custodian? 

Secretary Humpurey. We will itemize that. 

Senator WiuuiaMs. I might say, Mr. Chairman, these are not put in 
as Government-owned trust funds, but Government investment 
accounts of which we have charge. 

The Cuarrman. The Senator stated they were Government-owned. 

Senator WruuiaMs. I did not mean to state Government-owned, 
but operated. 

The CuatrMan. The Chair raised the point only to clarify the 
record. 

Senator WiiuraMs. They are not Government-owned, but there is 
a Government responsibility behind them. 

The CuHarrman. If there is no objection, with that modification, 
the table will be inserted in the record. 

Senator Wiiu1aMs. However, I do not think we can escape the 
fact that the civil service retirement fund and the social security fund 
are to a certain extent responsibilities of the Government, and, as 
was pointed out before, if either of them gets into difficulty, [ am sure 
the Government will be promptly asked 

Secretary Humpurey. To make good. 

Senator Wiuuiams. To make good. 

Now, Mr. Secretary, I would like to discuss the purchasing power 
of the dollar briefly here, and I asked you to prepare a chart here 
and I would like to refer to that. 

I asked the Secretary to prepare this chart, which shows the pur- 
chasing power of the dollar and how it has changed since 1939. It 
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shows that 10 cents was lost prior to our entering World War II, 
between the period of 1939 said 1941; and 13.5 cents was lost during 
World War II, that is, the period 1941 to 1945. 

Secretary Humpurey. That is correct. 

Senator Wriiuiams. And 18 cents was lost from August 1945 to 
June 1950? 

Secretary Humpurey. That is right. 

Senator Wiiutams. And 6.5 cents was lost between June of 1950 
and July of 1953? 

Secretary Humpnurey. That is right. 

Senator Wiii1aMs. And 2 cents was lost since the Korean war up 
until April 1957, is that correct? 

Secretary Humpurey. That is correct. 

Senator Witi1ams. And you will agree with me that this is an 
alarming trend. While we are glad to see it is leveling off since 
1952, that is, the rapid tendency downward, the recent 2 cent decline 
- a of great concern and should be to all of us, do you not 
think? 

Secretary Humpurey. I think that is right, Senator, although this 
line looks very level on this chart. The matter of the last 12 months 
is a matter we should be paying strict attention to, as we have been, 
and I said these swings occur in the economy, as they always do. 
This will level off again. 

Senator Wiu1AMs. It was the recognition of this danger of the 
downward trend that was behind the policy of the Federal Reserve to 
let interest rates seek a little higher level? 

Secretary Humpurey. That is correct. 

Senator Witutams. Mr. Chairman, it has been suggested I put this 
chart into the record. 

The CuarrMan. If there is no objection the chart will be included 
in the record, but it should be made clear that from April 1956 to 
April 1957, 2 cents or 4 percent of the purchasing power of the dollar 
was lost in inflation. 

Senator Witu1ams. That is correct. 

The Cuatrman. I think it should be clearly indicated that this 
chart was 

Senator Lone. Would it be in order, Mr. Chairman, to continue 
the line there to bring it up to the present date? I think the chart is 
very helpful. 

Secretary Humpurey. It does go to the present date, I believe. 
If you will just look at the thick line, then you will see a little dot. 
Then it brings it right to the day. 

Senator Lone. Would it be correct then to say as of now you have 
a 50-cent dollar compared to a 100-cent dollar in 1939? 

Secretary Humpurey. 49.71 is the exact figure. 

The CuarrMan. The 49.67 cent present value should show clearly. 

Secretary Humpurey. That is drawn right on the chart if you 
would look at it. 

Senator Lona. I do not object to it. I would be glad to see the 
chart in the record. [t would be very helpful. 

Senator WiuuiaMs. I think—and that is the purpose of putting it 
into the record—that while it does show a certain even line, it is 
this downward trend, which gives us concern. The 2 cents which, 
as the chairman has pointed out, is a 4 percent drop. 











ee ee 


is 


» 
7 


ar 


Lis 


ue 
, 18 


FINANCIAL CONDITION OF THE UNITED STATES 291 

Secretary Humpurey. That is right. 

Senator Wiu.rAMs. But it is the trend we want to stop, and we 
want to stop it before it gets out of control. 

Secretary Humpnrey. And as the chairman has pointed out, and 
applicable to these questions about creeping inflation of the other 
day, a 2-cent drop on a 50-cent dollar is twice as much as a 2-cent 
drop on a 100-cent dollar. 

Senator Wriirams. I do not think we can overemphasize that. 

Secretary Humpnrey. So it doubles up. 

Senator Witur1aMs. That is correct. 

The CuarrMan. Without objection and with that modification, the 
chart will be inserted. 

(The chart, “Purchasing power of the dollar, 1939-57,” is as 
follows :) 
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Senator Wriuiams. Mr. Secretary, there has been some question 
raised that perhaps the monetary policies of higher interest rates may 
have had some adverse effect on housing and perhaps the administra- 
tion had been unwise or the Federal Reserve Board had been unwise 
in promoting these higher interest rates on the basis that it would 
curtail building of new houses, and I was interested in a speech that 
was made a couple of days ago by Mr. Roy M. Marr, the president of 
the United States Savings & Loan League, at which time he was. 
speaking before the New England convention of savings and loan 
associations, and Mr. Marr made the statement, and I will quote here 
from the report on his speech. He said that the Government’s tight 
money policy in the mortgage market has “kept the lid from blowing 
off the housing market.”’ 

Would you care to comment on that statement, and do you think 
there would have been danger in the loose money policy as far as the 
housing industry was concerned had it not been checked? 

Secretary Humpnrey. I| think there is no doubt, Senator Williams, 
that the cost of housing was rising quite rapidly in these latter years, 
and I think that if additional pressures had continued that the cost of 
housing would have continued up even faster than it has been going up. 

Senator Wituiams. You think that those building houses, while 
they are paying higher interest rates 

Secretary Humpurey. They would have paid a lot more in other 
costs. 

Senator WruiiaMs. In the actual cost of construction? 

Secretary Humpurey. That is correct. And I think the figure in 
my statement, that I read previously, conclusively demonstrated that. 

Senator Wituiams. I noted that they did, and that is the reason [ 
called attention to his statement, because it supported that position 
even more affirmatively than you put it. 

Mr. Chairman, [ have here just that portion of Mr. Marr’s speech, 
a page and a quarter, from which I have just read, and I want to 
have that put into the record. 

The CuarrMan. What is it? 

Senator Wituiams. Mr. Marr’s statement before the United States 
Savings & Loan League in which he defended the administration’s 
monetary policy and said had it not been for the higher increased 
interest rates, the lid would have been blown off so far as the housing 
industry is concerned. 

The Cuarrman. Is there any objection? If not, it will be received 
for the record. 

(The extract from the speech of Roy M. Marr is as follows:) 





Extract From SpeecH or Roy M. Marr, PRESIDENT OF THE UNITED STATES 
Savincs AND Loan LeEaGuE, DELIVERED JUNE 24, 1957, Berore THE New 
ENGLAND CONFERENCE OF Savinas & LOAN ASSOCIATIONS AND COOPERATIVE 
Banks AT York Harsor, Marne 


The recent revival in housing starts, in the face of a continued “tight money” 
mortgage market, suggests that the housing industry is not as dependent upon 
Government help now as some groups believe it is. We are going to build close 
to a million new houses in 1957, despite the fact that Government insured and 
guaranteed loans are less attractive now to investors than they have been at 
almost any time since World War IT. 

The housing industry was so busy for the first 10 years after World War II 
eliminating the Nation’s housing shortage, that there was little attention given to 
the vital question of just how much influence the Government should have in 
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housing. But the housing shortage is over, and it is time to take a long look where 
we are headed. 

While much of the Government’s help in housing was desirable and commend- 
able, not all of its aid was an unmixed blessing. I believe any objective observer 
would have to agree that some of the Federal program to make plenty of “easy” 
credit available to home buyers has been at least partly responsible for the 
inflationary spiral in housing costs. The rise in home building costs since World 
Wor II has been greater, namely 85 percent, than the rise in the cost of living 
which is 53 percent and in per capita income, which is 50 percent. 

As these cost increases came along they were translated into price increases for 
new houses. To help sell the houses at higher prices, Congress was implored and 
steadily reduced downpayment requirements, first on GI loans, and later on FHA 
loans. This procedure sold houses, but it also promoted inflation in housing costs 
and prices, since it delayed a showdown in the vital issue of how to stop the con- 
tinual trend upward in building costs. 

Even during the years 1953 to 1956 while price levels and the cost of living 
remained largely stable, construction costs continued to mount at the rate of 4 to 
6 percent a year. If it had not been for the tightening credit conditions in the 
mortgage market during this period and in 1957, there is no telling just how high 
building costs would have skyrocketed by now. The widely discussed and some- 
times condemned ‘“‘tight money”’ policies actually kept the lid from blowing off. 

Senator WiiuiaMs. Mr. Secretary, do you think it is a fair state- 
ment made by some that the result of a 50-cent dollar is, in effect, 
a 50-percent repudiation of the public debt? 

Secretary HumpHrey. Well—— 

Senator WituiaMs. Perhaps “repudiation”’ is not the proper word, 
but would you say—— 

Secretary Humpurey. It does certainly definitely affect the man 
who, at the time the dollar was worth a dollar, bought a security 
with it. He certainly has lost in the purchasing power of his money 
that he had at that time. 

Senator Wixurams. I think it was one of the Rothschilds, [ do not 
have his exact quote, who once stated that inflation was a painless 
method of extracting the life savings from the people without using 
the unpopular procedure of levying taxes. 

Do you think it is possible for a government to adopt an inflationary 
olicy and syphon the earnings or the savings from the people away 
rom them in such a manner? te 

Secretary Humpnrey. It is not only possible, Senator Williams, but 
it has been done. It has occurred in a good many foreign countries. 

Senator Wriuiams. And right——— 

8 

Secretary Humpurey. Where life savings have been completely 
wiped out. ew J ; 

Senator Wiuuiams. And the depreciation in this country of the 
dollar to approximately 50 cents has eliminated half the savings in 
this country? ee 

Secretary Humpurey. It moves in that direction. 

Senator Wiiu1ams. As far as the purchasing power of the dollar is 
concerned? ae a 

Secretary Humpurey. It moves in that direction; yes, sir. 

Senator Winutiams. Would you go so far as to classify inflation as 
a hidden or a concealed tax? 

Secretary Humpnurey. Well, I do not know. It is so easy to get 
mixed up in technical terms. There is no question that it is a loss in 
value. Now, whether you would define it as a tax—— 

Senator Wituiams. Well, it is not exactly a tax? 

Secretary Humpnrey, I do not think it is strictly a tax, but it does 
reduce the value of savings that people have made. 
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Senator WiiuiaMs. If an administration or a government, whether 
it be our Government or any government, wished, they could, through 
deliberate inflation, take the savings away from the people without 
their consent? 

Secretary Humpuruy. They could wipe out all of their savings 
without their consent. 

Senator Wiuu1ams. That is correct. 

Now, Mr. Secretary, in connection with the $4 billion refinancing 
problem which you had a couple of months ago, at which time a 
portion of that was not subscribed for and which transaction has been 
discussed previously here, I would like to ask this question: You 
offered these 5-year bonds at that time to the holders of the bonds; 
was that not true? 

Secretary Humpurey. That is right. They had two choices. 
They could take a short one or a long one. 

Senator WituiAms. Could anyone who was not a holder of one of 
the bonds have a right to subscribe? 

Secretary Humpurey. He could not subscribe directly to either 
of the issues that were offered. He could have indirectly done it 
by purchasing the previous security from one of the holders and using 
it to come in, but this was a privliege that was given to holders of 
those maturing securities. 

Senator WruuiaMs. Holders only? 

Secretary Humpurey. And unless you were a holder either through 
previous purchase or through purchase at the time, you could not 
subscribe. 

Senator WixuiAMs. In other words, we read sometimes of the bond 
issues being heavily oversubscribed 2 to 3 times. In this instance 
it could not have possibly been oversubscribed and it could only be 
undersubscribed to some degree? 

Secretary Humpurey. That is exactly right, there could not have 
been any oversubscription. 

In that connection perhaps I want to report on the sale of bills 
we made yesterday which has been discussed. I have the figures 
here which were released today. The $3 billion that we offered for 
sale yesterday, and, as you will recall, Senator, was not a turnover 
such as the one you have just been referring to. This was a sale 
that was open to the public for public bidding. These were $3 
billion of tax anticipation bills that would run for 264 days, to be 
dated July 3 of 1957 to mature on March 24 of 1958, and they were 
offered on June 24, and the books were open at Federal Reserve 
banks on June 26. The results were as follows: 

The total applications were a little over $4.5 billion for the amount 
of $3 billion which was accepted. 

The range of the competitive bids was from a low of 3.20 percent 
to a high of 3.56 percent, or an average for the total of $3 billion 
that was accepted of 3.485 percent. 

Senator WiiuraMs. I did not catch that. 

Secretary Humpurey. 3.485 percent was the average interest on 
the bids that were accepted. 

Senator Witutiams. How does that compare with your previous 
financing of similar bonds? 

Secretary Humpurey. The short-term bills, the 90-day bills, were 
3.40 a week ago Monday and 3.23 last Monday. 
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Now these subscriptions were—and these will all be published— 
were well spread out throughout the country among the various 
Federal Reserve d stricts. 

Senator Wiruutams. The reason that I have brought the question 
up and in connection with the other issue is because | think there has 
been some misunderstanding as a result of the fact that the previous 
bond issue was not oversubscribed, as is customary with Treasury 
issues. 

Secretary Humpnurey. It could not be oversubscribed because only 
people holding those bonds could possibly participate. 

Senator WruuiaMs. And on this recent issue anyone could bid, and 
that is the reason it was oversubscribed? 

Secretary Humpurey. That is correct, yes. 

Senator Wriuiams. Now, Mr. Secretary, who actually gets hurt 
worse as a result of inflation or devaluation of our currency in the 
country, what classes of people get hurt worst? 

Secretary Humpurey. The person who is hurt the worst, Senator, 
I believe, is the individual citizen who is a relatively small saver, who is 
not a speculator, who is not conversant with and active in financial 
markets, but who is just a good common citizen of America, and the 
respected right kind of a citizen of America who is trying to save to 
protect himself and his family with some nest egg for the future for 
the purpose of sending children to school or to cover sickness or getting 
ahead, promoting his own position, and who is unable to and not 
qualified, and does not want to, study financial markets and/or be in 
and out of markets and all that sort of thing. 

He is the fellow who really gets hurt in inflation. 

Senator WiiuiaMs. It could be said that the man who can really 
afford it the least gets hurt the most? 

Secretary Humpurey. That is exactly right. 

Senator WiuuraMs. Is it not also true that in the history of all 
these instances where we have had wild inflation that the extremely 
wealthy of the country involved are usually the ones who come out the 
best in that their investments are usually in fixed assets? 

Secretary Humpurey. The fellow who comes out the best is the 
speculator. 

Senator Wi.LiiAMs. Yes. 

Secretary Humpurey. The next are the fellows who have advice 
and help in the handling of their affairs, and who are people of larger 
affairs; the people who really get hurt are the people who are just 
going along about their own business doing the right kind of a job 
and being the fine citizens of the country. 

Senator Wiuiams. And whose security is pretty much tied up 
either in life insurance, pension account, social security, or retirement 
systems or some type? 

Secretary Humpurey. That is right. 

Senator Wmu1ams. And he is usually the fellow who gets it the worst? 

Secretary Humpurey. He is the fellow who gets it the worst. 

Senator Wiuiams. You made the suggestion in your opening 
statement before the committee here, or in reply to one of the ques- 
tions, I forget which, that inflation grows in a degree proportionate to 
the prosperity of the country, and while I think I understood what 
you had in mind 

Secretary Humpurey. I do not recall. 
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Senator WiiuiaMs. That we are bothered with inflation as a result 
of our prosperity. 

Secretary Humpurey. I do not think I said inflation grew. I think 
I said the inflationary pressures grow. 

Senator Wiiirams. The pressures of inflation? 

Secretary Humpurey. That is right, the pressures tending toward 
inflation ; and the more prosperous you are, Senator, the more watchful 
you have got to be to see you do not succumb to those pressures. 

Senator Wiiu1aMs. I think I understood what you meant by that, 
but I would like to ask this question now: Is it possible for a country 
to have wild inflation in a period of depression or a recession? 

Secretary Humpurey. Well, you usually do not have wild inflation 
in those periods. 

Senator WituiAms. Well, the reason—— 

Secretary Humpurey. It is perfectly conceivable that, having 
succumbed to the pressures of inflation in a period of prosperity, and 
started the printing of money, that that might be continued clear on 
through a depression, and keep going on and on and on until you had 
the whole economy completely destroyed. 

Senator WituiaMs. Well, that is the point I wanted to bring out, 
because I was of the opinion that while you could have the pressures of 
inflation in a period of prosperity—— 

Secretary Humpnrey. The result might go right on through. 

Senator Wituiams. Correct. The result might extend. 

Secretary Humpurey. The pressures would not be as heavy, but 
as it accumulated, those pressures would continue and 

Senator WituiamMs. And has not that been the historical result of 
inflation in many of the countries of the world? 

Secretary Humpurey. That is exactly what has happened in a good 
many places. 

Senator Wiiuiams. Do you have a record of what has happened in 
some of the other countries in recent years? 

Secretary Humpnurey. Well, of course, one of the most spectacular 
was China. I do not happen to have a record on China. That was 
very spectacular. 

Senator Witiiams. And was it not the result of prosperity? 

Secretary Humpurey. That finally wound up in disaster, in com- 
plete disaster, when it finished. 

Italy has had a very marked inflation in comparatively few years. 
Italy, what you bought for $1.64 in 1937 you paid $112 for last 
December. 

Of course, we are not talking about dollars. 

Senator Wriurams. In their currency? 

Secretary Humpnrey. Their currency. 

Senator WituraMs. That is percentagewise? 

Secretary Humpurey. But expressed in terms of their currency. 

Senator WiLuiAMs. Percentagewise. I think that in that period 

Secretary Humpurey. In other words, things cost 68 times as much, 
let me put it that way. 

Senator WiuuiaMs. Yes. 

Secretary Humpurey. In whatever it was. 

In France you went from 4.27 to 103. 

Senator Wiuu1AMs. Dollars? 
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Senator Humpureny. Relative to dollars. 

Senator WiuuiAMs. Relative to dollars. 

The Cuarrman. Can I ask what year that was? 

Secretary Humpurey. That was from 1937 to December of 1956. 
The figures that I am giving you are during that period. 

That was 24 times as much. 

Senator WruuiamMs. Yes. 

Secretary Humpnurey. In Belgium you went from 25 to 105, or 
4 times as much. 

In the Netherlands, from 38 to 110, or 3 times as much. 

In the United Kingdom, from 44 to 114, or about 2% times as much. 

In Norway, from 45 to 111, or 2}. 

In Denmark, from 48 to 114, again 2%. 

In Sweden, from 49 to 111, about 2%. 

Canada, 54 to 104, or twice. 

United States, 54 to 103, or twice. 

Switzerland, 59 to 105, or something less than twice. 

Senator WiuutaMs. I would like to put that complete chart in the 
record, Mr. Chairman, because it shows that inflation is not a problem 
confined to the United States alone but that it is one confronting 
many of the other countries as well and one which has wrecked many 
of the governments of those countries. 

Secretary Humpurey. It is worldwide, Senator, and where it is not 
fought against, where it is not controlled, it ultimately lands in com- 
plete disaster. 

We are fortunately in the low brackets. We are in one of the places 
where it has been controlled the best. 

Senator Wiuuiams. And we are largely in the low brackets or will 
stay in the low brackets because we are recognizing the problem and 
are taking what at the time may be unpopular steps to correct it; is 
that not true? 

Secretary Humpurey. That is correct. 

The CuarrmMan. When you insert that in the record, would you put 
in Turkey and Greece or some of the Middle East countries? 

Secretary Humpurey. Yes, sir; we would be very glad to. We 
will be very glad to do that. 

Senator Wiuuiams. I happen to have one for Brazil. I do not 
think Brazil is in your report. We can add that to it, too. 

The CuatrmMan. Add the South American countries. 

Senator Wiuuiams. I had asked for information for more of those 
countries, but this was all that was available at this time. 

The CHarrMAN. Make it as complete as possible. 

Secretary Humpurey. Mr. Chairman, we will add that and several 
others. 

(The cost of living indexes are as follows:) 
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Cost of living (or retail price) indexes for selected countries 














Reported index Increase, 1937 to 
(1953= 100) December 1956 
Decem-| Decem-! Per- Multiplica- 
1937 ber ber | cent | tion of prices 
1952 1956 
: oe we a al = —_ ee ential 

cal lise Nic cata earns ee or arden ea put papiipaanele 10, 25| oe weade 300} 594.0 times, 
so icici abi opedivepeimmmpiabitedtaaeteninee dash 1. 64) 100) 112| +6, 729) 68.3 times. 
France 2_ ; oa 1 4.27 101} 193} +2, 312} 24.1 times. 

Brazil _ __- sates £ siathielaeetien poured ; 314.00 88} 189) +1, 250} 13. 5 times. 
Turkey_.......---- ; ae -wtithnne~snascsineel) | ae 99) 139} +435) 5.4 times. 
le crate cbpeempiteeicnpeabwinh 7 ‘ Bi 25. 00] 100) 105) +320]| 4.2 times. 
Netherlands... --. suiand aoe . ests 38. 00) 98) 110 +189) 2.9 times. 
United en. 5 ; : . 44. 00) 99) 114, +159) 2.6 times. 
Norway -----_-- E a i Gh ee als sath 45. 00) 99) 1ll +147) 2.5 times. 
Denmark._-- ‘ hai : ; 48. 00) 191} 4114 +138) 2.4 times. 
Swedon..........-- i peer te : ‘ 49. 00 101 111; +127) 2.3 times. 
Canada_____-- aeons coma 54. 00 100 104] +93) 1.9 times. 
United States... P 54. 00) 100 193} +91) 1.9 times. 
Switzerland. - he. cchieaiamthabcipbaieeia > nae 59. 00) 101) 105) +78) 1.8 times. 





1 Index for 1938. 

2 The index for France, which is based on selected retail prices in Paris alone, has currently been artificially 
held down by the Government through subsidies and other devices. 

8 Index for 1939. All figures are for Séo Paulo. 

4 January 1957. 


Source: International Financial Statistics. 
The following figures for Italy, covering retail apparel and food prices, are 
cited as an example of wartime and postwar inflation in Europe: 


1 1938 | January 1946 January 1947 | July 1950 | January 1953; July 1956 
iain nit cane hacen ia cahiphinoaa dR viothenctalibalccemaadd ibd achan ahah bettie. Stee ate, Bedale eae 
Apparel. ......... 100 (2) 5, 479 | 5, 514 6, 212 | 6, 262 
WS eee cane 100 3, 399 4, 644 | 5, 844 | 6.617 | 7, 405 








1 1939 not available. 
2 Not available. 


Data for Brazil, one of the few countries for which published index figures are 
available for an extended time period and for varied categories of commodities, 
indicate an inflation problem in Latin America: 























| | 

| | Medical | | | Household Transpor- 
| Food | Housing| Clothing} Fuel care Tobacco} cleaning | tation 

so itil | articles ne 
1939. | 100 100 | 100 | 100 eee eas 100 | 100 100 100 
1945. _ ‘ | 245 | 270 | 301 | 441 | 207 193 243 115 
1946 | 312 | 358 | 369 | 316} 230) 237 253 | 123 
1947- | 373 483 | 40 319 353 251 317 | 147 
1950. ns 438 | 481 | 457 | 400 407 3ll 457 | 278 
January 1953 | 641 | 669 612 497 | 149 369 552 | 278 
July 19561......._| 1, 352 1,126 1, 287 811 | 1, 068 802 1, 303 wae 972 





1 Converted Ss oietiies to 1939 base. 


Senator WiuitaMs. In connection with this same subject, Mr. Chair- 
man, I will put into the record—I will not trouble to read it—a story in 
Newsweek of July 1, 1957, by Mr. Henry Hazlitt, entitled, “The Great 
Swindle.” It is ‘a rather interesting tabulation showing the degree of 
inflation in all of these countries throughout the world. 

The Cuarrman. ‘Do *you offer that for the record? 
Senator Wiiu1aMs. I would like to insert that in the record. 
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The CuatrMan. If there is no objection, it is so ordered. 
(The article, The Great Swindle, is as follows:) 


[Newsweek, July 1, 1957] 

BUSINESS TIDE 
THE GREAT SWINDLE 

By Henry Hazlitt 


A year ago (Newsweek, June 25, 1956) I printed here, under the above title, a 
table showing the depreciation, in terms of domestic purchasing power, of the 
currencies of 53 countries in the 10 years from 1946 to 1955. This table had 
been compiled by Franz Pick. He has now carried it forward, for the 9-year 
period from January 1948 to December 1956, in the 1957 edition of his Curreney 
Yearbook. I present the results below, showing the depreciation of 56 currencies 
in that period. 

It is important to keep this appalling worldwide picture constantly before our 
minds. For it reminds us that inflation is nothing but a great swindle, and that 
this swindle is practiced in varying degrees, sometimes ignorantly and sometimes 
cynically, by nearly every government in the world. This swindle erodes the 
purchasing power of everybody’s income and the purchasing power of everybody's 
savings. It is a concealed tax, and the most vicious of all taxes. It taxes the in- 
comes and savings of the poor by the same percentage as the incomes and savings 
of the rich. It falls with greatest force precisely on the thrifty, on the aged, on 
those who cannot protect themselves by speculation or by demanding and getting 
higher money incomes to compensate for the depreciation of the monetary unit. 


WHY INFLATION? 


Why does this swindle go on? It goes on because governments wish to spend, 
partly for armaments and in most cases preponderantly for subsidies and handouts 
to various pressure groups, but lack the courage to tax as much as they spend. 
It goes on, in other words, because governments wish to buy the votes of some of 
us while concealing from the rest of us that those votes are being bought with 
our own money. It goes on because politicians (partly through the second- or 
third-hand influence of the theories of the late Lord Keynes) think that this is the 
way, and the only way, to maintain ‘full employment,” the present-day fetish 
of the self-styled progressiveness. It goes on because the international gold 
standard has been abandoned, because the world’s currencies are essentially paper 
currencies, adrift without an anchor, blown about by every political wind, and at 
the mercy of every bureaucratic caprice. And the very governments that are 
inflating profess solemnly to be “fighting” inflation. Through cheap-money 
policies, or the printing press, or both, they increase the supply of money and 
credit and affect to deplore the inevitable result. 

The following table is based on official cost-of-living indexes, many of which 
understate the real extent of currency debasement. Russia and its satellite 
countries are omitted because disparities between actual and “‘official’’ price levels 
are so wide and the statistics are meaningless. The American dollar, to which 
so many other currencies are ostensibly tied, itself shows a depreciation of 15 
percent in the period. The British pound sterling, the world’s most important 
trade unit, lost 34 percent, the French frane 52 percent, the currencies of Chile, 
Paraguay, Bolivia, and Korea, from 93 to 99 percent. 
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CURRENCY SHRINKAGE 


_ Percentage decline in purchasing power of monetary units, January 1948- 
December 1956 
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Coylonese ..2-42- 20242 su wen--ce bP haben ca'- <a aetaksdgda oek 36 
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PR ae ad tS Ter peeeeean soo. Ce, Cae 45 
PRM on cadet a eee 54) CO. oc cae ees 46 
error ore er 5} Uruguayan. .c-2. 2cssesencescus 48 
United States.......... en eee PME BAN IIIN eo ok cen caw omc tee wie ww been 49 
RE Sr he cs LiClO... 3 aoa eane 51 
Wee Geren Pe eames oS: a Tee ee 52 
Venezuelan. -_-___- be ee eee si ee ee 52 
RO TN 5 assess grin maieiania el Ae VIG ono in ccs eae cates 55 
(se hg tt awenee Me RT oo nena ace Mea 55 
I ee Mm Tene: ee eee 55 
Riis ff a Oe oe aed CONN asd se sess ms cap arcane ect 
Promamieee. 23534 eee ce 5 ee OG Ineonesiey ows <= 2s Sees ee 59 
CONGR EORMes soo onc dee nn od chen ET PE ons aie oe ee mw eee ee 
BN isc siid tia oscil Utne Sa ee ON ITNN i ein wc veg scocien ome 70 
UE serves ait aban sis acpeiee 28} Argentine _ _ __- un dais dete ae 73 
SUR. hos. cach Ss bbl wcta ees pO a ege me pyt arc e > «IF 85 
pwede. 5 Week. PS TRUONG ae 93 
INGUROMONOR . oo ci pce waewacon es So) PACORURVS. . . 25. cuca ccweccese 96 
ROAVOR Ser nOON a eo de Cae ee. 5... 3 oa ae eee 99 
regan. 55.5... too. 3 Se” RR spcis niaskcas Secret ena 99 


Senator Wiiurams. Mr. Secretary, the present high interest rates 
are being defended by the administration, and I think properly so, as 
anti-inflationary, but now in order to know what effect they have had 
on the consumer prices, I would like to ask you to furnish for the record 
at this point the consumer index for the years 1939 through 1957 along 
with statistics showing the purchasing power of the dollar for the 
same period. 

You had those in your previous report, but I think it would be 
important to have it again at this point in the record. We will then 
have the trend of cost of living in this country as well as other countries 

Secretary Humpurey. I will see if we can not get it right away. 

Senator WiLuiAMs. It is pages 18 and 19. 

Senator Humpurey. I have the tabulation here. It is more de- 
tailed than the one in my statement. 

Senator WiuuraMs. I see. 

Secretary Humpurey. And this shows the calendar years beginning 
with 1939 and running through each calendar year through 1956. 
Then it shows the figures quarterly for 1956, beginning with April 
1956, and its shows the months, January, February, March, and April 
of 1957. And it shows the price index for each of those years and 
months, the percentage of the change in points and the change in 
percent, in the purchasing power of the dollar and the change for each 
of these periods, and I can read any part of it that you would like. 

Senator Wiiurams. I would suggest you just make whatever 
comments you wish, and we will then put the complete report in the 
record at this point. 

Secretary Humpurey. Well, it shows the same percentages of 
reduction that we have discussed previously. 
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Senator Wiuuiams. Yes. 

Secretary Humpurey. Except that this does it not in groups but 
for every year. It is all shown for each year, and for the months I 
have referred to. 

The Cuatrman. If there is no objection, it. will be inserted. But 
it should be noted that the Consumers Price Index figures in this 
table are on a 1947-49=100 base and the value of the dollar figures 
are on a 1939=100 base. 

(The tabulation, “Consumer prices and purchasing power of the 
dollar, 1939-57,” is as follows:) 


Consumer prices and purchasing power of the dollar, 1939-57 


Consumer prices 














Purchasing power of 
dollar ! 
Calendar years Price index Change in index 
a sdtinditeataas ithaca 
100) 
Points Percent Cents Change 
a a ae italia Rae i is BE Si ctecsktheishd 
DE bits Stidbinwebdntidbeonandonnacinn named 59.9 +0. 5 +0. 8 99. 2 —0.8 
i eat 62.9 +3.0 +5.0 94.4 —4.8 
Re a det a re eae 69.7 +6. 8 +10.8 85. 2 —9. 2 
eh ice tata arin needa tealeeacieiem a. smenntl 74.0 +4.3 +6. 2 80.3 —4.9 
RE cele dend weubialenasiontbeiasawin’ 75. 2 +1.2 +1.6 79.0 —1.3 
ad la ciate deiner wis Stcnicntien sie 76.9 +1.7 +2.3 77.2 —1.8 
1916... 83. 4 +6. 5 +8. 5 71.2 —6.0 
ae cean ae 95. 5 +12.1 +14. 5 62.2 —9.0 
tad ate) mika encase Jaa cainele 102 8 +7.3 +7.6 57.8 —4.4 
ST A iia wiedeharaieas edsoeciitnp ss dranis is 101.8 —10 —1.0 58.3 +.5 
ee a } 102.8 +1.0 +1.0 | 57.8 —.5 
a eh dil 111.0 +8. 2 +8.0 53.5 —4.3 
aie, o paiead ies inhte wace miki em eeanicmehes 113.5 +2.5 +2.3 52.3 —1.2 
ee MURA AE 4 ocd hed n5 apni gite 114 4 +.9 +.8 51.9 ~4 
SE Re a ee eee | 114.8 +.4 +.3 51.7 —.2 
hal citi heath bat adhe iach tris intent terore kw slp wh it 114.5 —.3 —.3 51.9 +.2 
at till, een fh alain iptee ot atucaliire 116, 2 +1.7 +15 51.1 -.8 
ida tietneisajnp eins 114.9 mebeg 51.7 | 
STR eee eee peers 117.0 +2.1 50. 8 | 
ae 117.7 +..7 50. 5 | 
1957—January - -_.-_- ch ill Shc 118. 2 +.5 +3.8 50.3 | -1.9 
PUM Sd oie bg =, <4 nm em ia 118.7 +. 5 50.0 | 
March......_.- Pea 118.9 +.2 50.0 | 
niciiniinna siaiteaiichamadlad 119.3 +.4 aaa 


Sam f 





1 As measured by Bureau of Labor Statisties Consumers’ Price Index, assuming purchasing: power at 
100 cents in 1939. 


Source: Department of Labor. 


Senator WiuuiaMs. I would like to refer to your statement in which 
you said— 

We first balanced the budget and then entirely eliminated planned deficits. 
The budget in effect when we took office in 1953 produced a $9.4 billion deficit, 
and the budget proposed for the fiscal year 1954 called for a $9.9 billion deficit. 
Our administration immediately went to work with the help of the Congress to 
reduce the planned deficit for fiscal 1954, and indeed the final deficit, $3.1 billion, 
was only one-third of that anticipated by the prior administration. 


Now, in connection with that I would like to review with you just 
what steps have been taken by the administration to accomplish this 
objective and make the comparison with the actions taken by the 
pee | administration, because they have been compared earlier. 

would like to start out with this question: What was the debt at the 
time that you took control in 1953, in January 1953? 

Secretary Humpnrey. At the end of 1952, December of 1952, it was 
$267.445 billion. 

Senator WiLu1AMs. $267.445 billion? 


ee 


ee 
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Secretary Humpurey. Yes. 

Senator Wriutiams. What was vour cash on hand at that time? 

Secretary Humpnurey. $6.064 billion. 

Senator Wiuuiams. That would be a difference of about $261 billion, 
is that correct? 

Secretary Humpnurey. That is correct. 

Senator WituiAMs. What were the contractual obligations or un- 
expended appropriations outstanding at that time? 

cretary Humpurey. About $80 billion. 

Senator WiiuiamMs. Do you consider these contractual obligations, 
in effeet, obligations of the Government, contingent liabilities? 

Secretary Humpurey. Well, they are not strictly contingent lia- 
bilities, but, in general, they, of course, are obligations that have to 
be provided for. Some can be reduced, as we did at that time, my 
recollection is, that about $11 billion were canceled off that year, and 
then the remainder was substantially reduced in the next few years. 

Senator Wirutiams. What was the debt on June 30, 1946? 

Secretary Humpurey. 1946; that was December 31 that I gave you. 

Senator Wiiuiams. Whatever comparable figure. 

Secretary Humpurey. Well, the comparable figure, if you want it 
calendar year. 

Senator WiutiaMs. Well, we will put it January 1, 1947. 

Secretary Humpurey. December 31. 

Senator Wiruuiams. Have you got June 30; that was the figure I 
had here. 

Secretary Humpurey. I can give you both. 

Senator WiriuiaMs. Let us have June 30, then. 

Secretary Humpurey. June 30 of 1946, practically $270 billion, 
$269.898 billion. 

Senator WituiAms. In other words, between the period June 30, 
1946, and January 1, 1953, the debt had dropped $2.4 billion, is that 
right? 

Secretary Humpurey. That is right. 

Senator Wiiuiams. What was the cash on hand on June 30, 1946? 

Secretary Humpurey. It was high, $14.238 billion. 

Senator WiiuiAMs. $14.238 billion. Cash on hand was $14.2, and 
when you took over it was about $6 billion, is that correct? 

Secretary Humpurey. That is correct. 

Senator Wiuurams. Therefore, while the debt between 1946 and 
1953 had dropped $1.4 billion, the cash had dropped $8.2, is that 
correct? 

Secretary Humpurey. That is correct. 

Senator Witu1ams. What were the contractual obligations or unex- 
pended appropriations outstanding on June 30? 

Secretary Humpnrey. In 1946? 

Senator Witirams. 1946. 

Secretary Humpurey. [ do not have those with me, Senator. 

Senator Wiuuiams. I happen to have them here, which I will put 
in the record. The figures were obtained from the Library of Congress 
and they gave it $28,022,633,816. 

The Cuarrman. The Chair objects to putting those figures in the 
record as “contractual obligations.” They appear to represent only 
unexpended balances in appropriations which were not necessarily 
under contract. And as of June 30, 1946 much of that money was 
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in funds deobligated by cancellation of war contracts. It would 
seem that to call those balances “contractual obligations’? would be 
misleading, and the Chair hopes the Senator from Delaware will not 
insist upon such an insertion in the record. 

Senator Wiuuiams. I had not asked to put it in the record, Mr. 
Chairman. 

The CuatrMan. The Chair misunderstood. 

Senator Wituiams. No. I just quoted the figure of contractual 
obligations as furnished by the Library of Congress at that time, and 
I think if you will just wait until I get through, you will find I am not 
just defending these as being fixed obligations of the Governme nt but 
that I am trying to establish the fact that it is an unusual event for the 
Government to carry this large amount of une xpended obligations, in 
other words, it is not normal. It has only been in recent years that 
we have had any such amounts carried forward. 

The Cuatrman. I ask the pardon of the Senator for interrupting 
him, but it was understood that he had asked to have it inserted in the 
record. 

Senator Wituiams. No, [ had not. In fact, to save time, I will not 
ask to put anything into the record. 

These unexpended appropriations on June 30, 1956, were $28 
billion at that time, and the cash on hand was $14 billion. 

Secretary Humpurey. 1946? 

Senator WintuiaMs. In 1946, unexpended balances were $28 billion, 
and during the period 1946 and 1953 they had increased from $28 
billion to $83 billion on January 1, 1953; is that correct? 

Secretary Humpurey. Well, that is what those figures— 

Senator Wiutuiams. Approximate? 

Secretary HumpHrey. That is approximately it. 

Senator Witu1aMs. What in that same category are the unexpended 
appropriations as of today, or the most recent day you have? 

Secretary Humpurey. I think about $46 billion. 

Senator Wiuu1ams. About $46 billion. And they dropped from 
$83 billion down to $46 billion? 

Secretary Humpurey. That is about it—very roughly. 

Senator Wiuuiams. That is a drop of about $37 billion. 

Do you think it is possible for this to be brought down further in 
light of the fact it was only $28 billion at the end of June 30, 1946, 
which was a period very close to the end of World War II when 
conceivably there could be more excuse for it being higher than than 
it would be in peacetimes. Am I correct in that assumption or not? 

Secretary Humpnrey. | am not sure, Senator. 

The problem, of course, is this, and our great problem today is this: 
that the expenditure per unit for these defense items is so great—$8 
million for a B-52, ilitanse of dollars for a single airplane, or a terrific 
sum for an aircraft carrier. The value of the units has increased so 
that it is pretty hard to keep enough units ahead in the backlog to 
have what you need coming along and yet get this total amount of 
money down to where you would like to have it. 

Senator Wiuxr4Ms. I noticed that—— 

Secretary Humpurey. [ am not saying there cannot be any improve- 
ment made because we are still working for further improvement. 
But as you go down, it gets that much harder. Every time you drop 
a little, it gets that much harder. 
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Senator WituiAMs. I had the Library of Congress compile this to 
show whether it was customary or historical to carry these large 
amounts of unexpended balances, and it seems it has not been; that 
they reached their alltime high presumably in 1951 and 1952. 

Secretary Humpurey. That is right. 

Senator Wiiiiams. They now are on the way down, and I am glad 
to see they are on the way down. Is it not a fact, with this large 
amount of unexpended balance remaining or unexpended appropri- 
ations, Congress has, in effect, lost control of the spending policies? 

Secretary Humpurey. Well, their control has been impeded. I 
would not say that they had lost it, and, of course, you have to have 
this in mind, Senator: We are now spending a great deal more money. 
Both administrations in these later years have been spending a great 
deal more money in total, and as your total expenditures go up, why, 
of course, your forward commitments go up with it; so that it would 
not be possible to have as low forward commitments if you were 
spending, let us say, $60 billion as it would if you were spending 
$6 billion. 

But I do think that every effort should be made to reduce them as 
far as possible in order to let the Congress have a closer control, the 
closest possible control over the expenditures. 

Senator WiiuiaMs. It has been pointed out by many, including the 
chairman the other day, and I think correctly so, the fact that even 
though we at this session reduced appropriations we will say by $3 
billion to $4 billion, spending next year as a result of these unexpended 
obligations could even be higher than it was this year. Is that not 
true? 

Secretary Humpnrey. I think it could. 

Senator WiriuiaMs. You think it could? 

Secretary Humpurey. I think it could, and it is something you have 
got to watch every minute. 

Senator Wituiams. Do you have any recommendations as to how— 
and first I want to congratulate you on the progress you have made 
because I think bringing those down from $83 billion to $46 billion 
which is quite an achievement—but do you think they can be brought 
down lower, or do you know of anything that we could do in Congress 
to help bring them down lower? 

Secretary Humpurey. Well, under the present system, it is just a 
matter of working at it continuously. I am not sure myself that the 
other system is not a better system—the system of accrual accounts 
with authority to contract and annual appropriations—there has been 
a great deal of discussion of that. A couple of years ago, with the 
approval of the chairman of the Finance Committee here, and with 
the approval of the chairman of the Senate Appropriations Com- 
mittee—and with some approval of the Ways and Means Com- 
mittee—we finally got hung up in the Appropriations Committee of 
the House in trying to put in a revision of the system of appropriations, 
total appropriations, and the method of handling them, which I think 
would have been a great step forward in giving a better, not only a 
better control but a better knowledge of the Congress from which they 
could exercise control of the finances of this country. 

Senator WriuraMs. I am in agreement with you, and I was bringing 
this out because I think that supports the position you took over 
before the committee. 
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Secretary Humpnrey. We started that, as I recall it, nearly 3 
years ago, was it not, Mr. Chairman, and we worked at it; I] thought a 
year and a half ago we pretty nearly had it done; and then it ran onto 
some rocks. 

Senator WiLu1aMs. Even without that, you have made substantial 
progress in bringing it down. 

Secretary HumpHrey. That is correct. 

Senator Wiiu1ams. Now, to get back to the other point, I would 
like to get to, on the cash differences of the expenditures: On June 30 
of 1946 our national debt was $269.8 billion, and they had cash of 
about $14.3 billion. Therefore, the reduction in the debt of $1.4 
billion during the period between June 30, 1946, and December 31, 
1953, is more than offset by a reduction in cash of $8.3 billion. 

Secretary Humpurey. That is correct. 

Senator Wiiu1ams. Now, what is the cash on hand as of your nearest 
date today? 

Secretary Humpurey. Today? 

Senator Wiiurams. And your debt. 

Secretary Humpurey. Let us see, June 24, I think that is the last 
day we have a figure for. 

Senator WiLi1aMs. What was your cash? 

Secretary Humpurey. The balance was $5.320 billion. 

Senator Witu1aMs. That is the cash. $5.3. What was your debt? 

Secretary Humpurey. The debt as of that day was $270.587 billion. 

Senator Wiiu1aMs. That would leave a net of $265.2 against $261.4 
when you came in? 

Secretary Humpurey. I think that would be about it. 

Senator WituiaMs. Now, at that time in 1953 the contributions to 
the road-building fund were made out of direct appropriations? 

Secretary Humpurey. That is correct. 

Senator WiiuraMs. Now, they are carried as a trust fund, is that 
not true? 

Secretary Humpurey. That is right, from additional taxes. That 
is partially additional taxes. 

Senator Wituiams. That is right. How much is in that trust fund 
as of today? 

Secretary Humpurey. I might not be able to get it for the day, but 
maybe for the first of the month. 

Senator Witiiams. Well, as closely as you can. 

Secretary Humpurey. We can get it close enough. 

There are a lot of papers in this Government. {[Laughter.] 

I guess we had better get it for you, Senator. 

Senator Witiaams. You can furnish that for the record. 

Secretary Humpurey. I will furnish it. 

We ought to be able to give you the estimate for June 30. 

Senator Witu1ams. That ought to be fairly close. 

Secretary Humpurey. Yes, fairly close. The January budget 
estimate of the fund balance was $400 million. 

Senator Witu1aMs. In the road building trust fund? 

Secretary Humpurey. Yes. That would be an estimate, and that 
is an estimate. 

Senator WituiAMs. During this same period between, we will say, 
June 30, 1946, which was practically the end of the war, and up to the 
present time, the Government has disposed of a lot of surplus property 
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in the sale of various surplus war property and surplus rubber plants, 
and so forth? 


Secretary Humprrey. That is correct. 

Senator Winiiams. Do you have a breakdown of the amount that 
has been received for the surplus property throughout these years, 
and, if not, could you furnish that for the record? 

Secretary Humpnrey. Yes, sir, I am sure we could furnish it. I do 
not know that we can give it to you without delay, but we can cer- 
tainly furnish it, and we will. 

Senator Witu1ams. Yes. If you could, and as to the years in 
which that was received, I would like to have it. 

Secretary Humpurey. Fine. 

Wait a minute. We have it here. This goes for a period of years. 

Senator WiuuiaMs. If you do not have it here. 

Secretary Humpurey. I think we will check it for you. 

Senator Winiiams. Yes, that will be all right if you furnish it for 
the record. 

Secretary Humpurey. Yes. 

(The matter requested is as follows:) 


Sale of surplus materials or activities, fiscal years 1946 through 1949 


{In millions of dollars] 





1946 1947 1948 1949 

















Net proceeds from surplus property in United States...._............_. 549.2 |1, 914.7 |2,094.8 316.5 
Net proceeds from surplus property in foreign areas___..............._- 14.1} 305.1 |} 473.1 71.0 
OI II WON on oS cc itnneacnde ene iniannensnadladedamagl 625.1 | 750.2 69.4 
Proceeds of sales or dispositions from strategic and critical materials 

OI eh Sh cde eleerninns dnann wae Pate tian s led hmne cand nek ded Be Siatacsx. 
Recoveries, defense aid, commodities, supplies and services_.........._.- scsi pil icone enmnaeneanes 51.4 
Recovery of costs, national defense, war, and reconversion activities, ae 
Sale of scrap and salvaged surplus materials__....................-.....].-.----- Pee oe 24.8 
Services and expenses reverse lend lease _.__.......-._-...-.-------.-... 5.9 2.3 BR ieriins< 
Old condemned surplus property, Navy Department -___-.........__--. 2 25.7 BED iii ainien ai 
oon equipment (includes trucks, horses, etc.).............-_- aeees 40.3 34.3 O42. Jc. 
EON MRERUIR CIPO a iid oo ido occ asct cop bn decéumieend danpabiased 15.0 aa 2 6.6 
Proceeds of Government owned securities, sale of war supplies. ._....___- -3 33 4 .4 
IIE GUIIIOUEE occ ac So apbtd cbs Sudden bie) uadatdaccenseoue 71.6 SO chide Bibnaone 





Note.—Figures are rounded and will not necessarily add to total. 
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Sale of surplus materials or activities, fiscal years 1950 through 1957 


[In millions of dollars} 


1957 esti- 
mate 
1953 | 1954 | 1955 | 1956 , (January 


1950 | 1951 | 1952 
1957 bud- 


| | get)! 
—— a oe vee eee a ae = es \ | 
Net proceeds from surplus property in United | 
States_ 166.6 |149.1 | 66.6 | 37.4 | 51.5 | 67.5 |143.4 54.0 
Net proceeds from surplus property in foreign } } | | 
areas... _ i siiaaiai tients 0 75.7 | 32.3 | 53.0 | 58.8 | 18.4 | 34.1.) 43.7 5.7 
Proceeds from surplus vessels--.--..-.-- 51.9 | 43.5 | 77.0 | 44.5°| 33.5 | 51.8 | 60.6 21.6 


Proceeds of sales or dispositions from strategic 
and critical materials stockpile 29.3 | 20.5 Ga 4.2 3.0 
Net proceeds from surplus property in foreign | 
areas, act Oct. 3, 1944, foreign exchange conver- 


sions - - - - oe oe 22.2 | 29.8 | 38.0 38 
Net proceeds from excess property in foreign 

areas, act of June 30, 1949, foreign exchange 

conversions Wings aleatale “ 2.1 1.6 4.2 3 
Recoveries, defense aid, commodities, supplies 

and services_- pieaene marten 8.1 | 13.8 | 22.2 | 32.1 | 24.9 | 33.2 | 53.2 100.0 
Recoveries, defense aid, commodities, supplies 

and services, foreign exchange conversions. ----|-- 1.5 1.6 2.0 1.2 
Recovery of costs, national defense, war, and | 

reconversion activities, RFC. ...-- 25.0 50.1 (113.6 [113.0 (184.9 |390.3 | 73.7 
Sale of scrap and salvaged surplus materials. - 8.8 | 27.1 | 11.7! 46 5.8 5.6 | 94.1 95.9 

ins na theitinidincteeodne " ati sale 336.2 |316.1 |373.4 |311.0 |346.0 (615.5 |517.3 320. 1 


1 Budget estimates. 
Note.—Figures are rounded and will not necessarily add to totals. 


Senator Wruuiams. As these surplus properties were sold, surplus 
war goods, the receipts were put into the Treasury in the general 
fund, is that correct? 

Secretary Humpurey. That is correct. 

Senator Wiiuiams. And they were, in effect, nonrecurring income? 

Secretary Humpurey. That is correct. 

Senator Wittiams. And the deficit, while it reduced the deficit 
to that extent, had the property not been sold, the deficit would have 
been greater, whatever years these were? 

Secretary Humpurey. [| think that is right, except for this, Sena- 
tor: that this is a sort of a continuing thing. 

Senator Witiiams. That is right. 

Secretary Humpurey. While you say it is a one-shot credit, that 
is true as to the particular item; but there are so many items that the 
Government has that, with continual work at it, you keep finding 
new items year after vear. 

There are credits year after year, although they are for different 
items. 

Senator Wituiams. Yes. I recognize that, and perhaps as we have 
sold one, we have built something else. 

Secretary Humpurey. We build something else, and a little while 
later we sell that and build something else. 

Senator WixtiiAMs. I was speaking of that from a reflection of the 
cash position of the Government that it was a cash income at the time 
it was sold. 

Secretary Humpurey. That is correct. It is a cash income, and as 
to any particular unit, it is a one-shot item, but the units keep re- 
curring; other units keep recurring to a point where it is almost 
a@ continuous item. 

Senator Wiiuiams. Yes. But—— 
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Secretary HumpHrey. In varying amounts. 
conerrt WiuuiaMs. Of course, in disposing of the war surplus 
piants—— 

Secretary Humpnurey. It gets larger when you have a war and 
lesser when you have not. 

Senator Wiuuiams. In 1950 Congress adopted the Mills plan, which 
was an accelerated plan for payment of taxes for corporations. I would 
like to ask this question: Was not the net effect of the Mills plan 
the advancement of corporate taxes by one-half fiscal year before it 
was completed 

Secretary Humpurey. That was the objective. 

Senator Winttams. That was the objective, and it was the accom- 
plishment. But was not the net effect financially of that plan that it 
advanced about $8 billion more in the period in which that plan was 
operating than would have been collected had the Mills plan not 
been adopted? 

Secretary Humpurey. I think that is right. It advanced it from 
one fiscal year to the other. 

Senator WinutaMs. That is right, and that advancement resulted in 
an accelerated income; I think the figures figured by Mr. Burgess 

Secretary Humpnrey. About $1.5 billion a year, as I remember. 

Senator Wiiuiams. About $1.5 billion a half-year, but the cumula- 
tive total was around $8.8 billion all together brought in between the 
period of 1950 when this plan was adopted; and the net effect of it 
practically vanished at the end of the 1956 fiscal vear? 

Secretary Humpnrey. That is correct. 

Senator Winitams. And that—— 

Secretary Humpurey. Well, the net effect vanished a while before 
that. 

Senator Wiiuiams. The bulk of the effeet—— 

Secretary Humpurey. There was a very little—after the fiscal 
year—after June 30, 1955, there was practically no change. 

Senator WiturAms. That is correct. 

The only corporations that had an odd fiscal year were brought in 
to even it up? 

Secretary Humpurey. Just minor adjustments. 

Senator Wruitams. During that period it was really we had about 
an $8.8 billion nonrecurring income coming in during that period? 

Secretary HumpHrey. That is right. In fiscal years. It does not 
change the total dollars, but it did increase the amount per fiscal year. 

Senator WriuraMs. And the report of the Budget Bureau as to the 
deficit at the end of each fiscal year as it is shown in their reports, 
during that period, would have been changed and would have been 
about $8.8 billion greater deficit had it not been for the Mills plan 
adopted, or some such similar plan? 

Secretary Humpurey. I think that is correct. 

Senator WinitaMs. How many—speaking of deficits and budgets— 
how many times has the budget been balanced in the last 30 years? 

Secretary Humpnrey. Thirty years is quite a while. Let us see 
here. 

This table goes from 1929 through 1957, with estimates for 1957 
and 1958. 

Senator Wiiu1Ams. There have been how many periods in which 
that budget has been balanced? 
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Secretary Humpurey. What were the years there? 

It was balanced in 1929 and 1930. That is two. Then there is a 
series of 16 deficits from the period from 1931 to 1946, both inclusive. 

Then in 1947 there was a surplus of $754 million. In 1948 there 
was a surplus of $8.4 billion. 

Senator WriuraMs. That was the ‘“do-nothing’”’ 80th Congress. 
They did not do bad on balancing the budget, did they? 

Secretary Humpurey. $8.4 billion. 

Then there are 2 years of deficit. Then in.1951 there was a surplus 
of $3.5 billion. 

Senator WiiuiAMs. 1951? 

Secretary Humpurey. Yes, sir. 

Then there are 4 years of deficit; and then there are 3 consecutive 
years of balanced or anticipated balanced budgets. 

Senator WruuiaMs. In other words, since 1930, we have had six 
balanced budgets; is that correct? 

Secretary Humpurey. I think that would be right. 

Senator Wiuur1aMs. Two in 1947 and 1948? 

Secretary Humpurey. Two in 1929 and 1930. 

Senator WiiuraMs. Well, 1929, 1930. 

Secretary Humpurey. And two in 1947, 1948. That makes four. 
Then one in 1951. 

Senator WinuiaMs. And three under this administration? 

Secretary Humpurey. Then three in a row. 

The CuHarrMan. Two are anticipated; they have not yet— 

Secretary Humpurey. Two of them, I think, are real. 

The CHarrman. As of this date only one is actual. The balance 
for fiscal years 1957 and 1958 are estimated—— 

Secretary Humpurey. Well, one. 

The CHarRMAN (continuing). For the record. 

Secretary Humpurey. We are 3 days off, Mr. Chairman. 

The CuarrMAN, One of the three is a year off. 

Secretary Humpurey. Yes. 

The Cuairnman. That one was included. 

Secretary Humpurey. The one a year off is simply the budget 
estimate. 

The Caarrman. But. that is included in your list, is it. not? 

Senator Witurams. That list was prepared by counsel 

Secretary Humpurey. Mr. Chairman, if you want. to be specific 
about it, the balancing of the budget is the presentation of the budget, 
and a balanced budget has been presented. Now, whether it will work 
out in practice or not, remains to be seen. 

The CuatrMan. Actual balance occurs only when income is in 
excess of outgo. There is a vast difference between balanced. budget 
estimates and actually balanced budgets. In the past 25 years there 
have been more of the former than the latter. 

Secretary Humpnrey. A great many of them. That is right. 

The CuarrmMan. I beg your pardon, Senator Williams. I just 
wanted to make it. clear that in this list of balanced budgets two are 
anticipated. One may be 3 days off, but the other is a year. 

Senator WituiaMs. I think that. the one for 3 days can be accepted. 

Secretary Humpurey. I will underwrite one of them, but not the 
other, for sure. 

Senator WixiuiaMs. Eliminating the other, then we have the situa- 
tion where it was balanced in 1929 and 1930, is that right? 
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Secretary Humpurey. That is right. 

Senator Wiuiiams. And it was balanced again in 1947 and 1948? 

Secretary Humpurey. That is right, and balanced again in-—— 

Senator WiuuiaMs. In 1951? 

Secretary HumpnHrey. 1951. 

Senator Wruuiams. And it was balanced again 

Secretary Humpurey. In 1955 and 1956. 

Senator Wruuiams. 1955 and 1956? 

Secretary Humpurey. No. 1956 and 1957. 

Senator Winiiams. 1956 and 1957. 

So when you boasted of the balanced budget, you had two balanced 
budgets under your belt, and you had a historical record of being 
associated with an administration which had balanced some budgets 
prior thereto? 

Secretary Humpnrey. ‘That is correct. 

Senator WituiaMs. I think that itis. I would like for that complete 
chart to be put into the record, because I think it is well for us to pay 
attention to that since unquestionably the Government deficits over a 
period of years do contribute to inflation. 

Senator Humpurey. Perhaps more than anything else. 

The CuarrmMan. There is no objection to that chart being put in, 
but the reference to so-called obligations and unexpended balances 
should be clarified. 

Secretary Humpnrey. Have we got a chart on that? 

Senator Wiiuiams. There has been no request to put such a chart in. 

The CHarrMAN. I understand, but the Senator read figures of 
eighty-odd and forty-odd billion dollars which may be balance figures 
but not necessarily obligation figures, and it is not clear whether that 
is the total of the unexpended balances. They appear to represent 
only balances in appropriations. That is by no means the total of 
all unexpended balances. For example, they do not include balances 
in authorizations to spend out of the debt. 

Senator Wiuuiams. I do not know whether it is or not, but this 
chart was prepared by the Library of Congress in Washington here, 
and it is our Legislative Reference Service, and it was prepared in 
reply to my request or inquiry for the various Federal financial data: 
their letter reads: 





In reply to your recent inquiry for various Federal financial data, the following 
information is submitted: No. 1. Unexpended appropriations. 

And he has in parentheses, ‘General and special accounts.” 

The CuHatrMan. What is the total of that? 

Senator WILLIAMs. On June 30, 1946, it was $28,022,633,816. On 
June 30, 1947, $17,720,154,104. On June 30, 1948, $19,632,952,700. 
And on May 31, 1953, actual, $91,280,853,215. And on June 30, 
1953, at that time it was estimated it was $83,298 ,436,271. 

The CuHarrMan. There is no objection to the Senator reading it 
into the record, but the record should be clear as to what the figures 
represent, and that unexpended appropriations are not necessarily 
firm obligations. 

Senator Witu1ams. This was furnished by the Library of Congress, 
and the reason I was bringing this up was to show during the period 
of 1946, 1947, and 1948, we did operate the Government, assuming 
they are right over there—and if they are not, we had better get 
another staff to do the job—we operated with unexpended appropria- 
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tions ranging from $17 billion to $28 billion, and later they ran up 
as high as $91 billion, and dropped back to $83 billion around 1953 
at the time he came in—— 

The CHaArrRMAN. Senator, unexpended balances in appropriations 
are one thing, but appropriations are only one method of authorizing 
expenditures. Other methods include the growing practice of au- 
thorizing expenditure out of debt receipts, which requires no appro- 
priation. There are balances in this category. There are balances 
in revolving funds. There are balances in contract authorizations, 
and so forth. The total of these balances now is approximately $70 
billion, but this cannot be called $70 billion in firm obligations at this 
time. The chair makes this point in the interest of a complete and 
clear record. 

Senator WituraMs. I would like to have the record printed because 
I believe we should have it before us. 

(The tabulation, “Budget receipts and expenditures,”’ is as follows: ) 


Budget receipts and expenditures 
{In millions] 





Fiscal year 
receipts penditures | deficit (—) 


$$ |} | |} |__| 


| 
ee | $4, 033 $3, 299 | $734 eis cscs. | $43, 635 | $95, 059 a7 —$51, 423 


Budget Budget ex- | Surplus or || Fiseal year | Budget | Budget ex- | Surplus or 
receipts Sees | deficit A ) 








1930 ial 4, 178 | 3, 440 | 738 || 1945.......- 44,475 | 98, 416 —53, 941 
a 3, 116 3, 577 | —462 || 1946 39,771 | 60, 448 —20, 676 
ON. ba gi582! 1, 924 | 4, 659 | —2, 736 || 1947_.. 39, 786 39, 032 | 754 
|, bepcaele 2, 021 | 4, 623 | —2, 602 || 1948... 41, 488 | 33, 069 | 8, 419 
We 3, 064 6, 694 | —3, 630 || 1949 37 39, 507 | —1, 811 
1935.......---| 3, 730 | 6, 521 | —2, 791 || 1950....-_-_--| 39, 617 | —3, 122 
ee 4, 069 | 8, 493 | —4, 425 || 1951._....._-.| 44, 058 3, 510 
1937_...-...-. 4, 97 7, 756 | —2,777 || 1952.......- .| 61, 391 65, 408 | —4,017 
1938 El 5, 615 | 6, 792 | —1,177 || 1953_....-----| 64, 825 74, 274 | —9, 449 
1939- iy 4,996 | 8, 858 | —3, 862 || 1954......__- 64, 655. | 87, 772 | —3,117 
1940 _. 5, 144 9, 062 | —3, 918 |} 1955......-- 60, 390 | 64, 570 | —4, 180 
1941___ 7,103 | 13,262]  —6,159 || 1956....... 68, 165 66. 540 | 1, 626 
1942___ 12, 555 | 34, 046 —21,490 || 1957 4...._._- 70, 628 68, 900 1, 728 
ONE... 20a} 21, 987 | 79, 407 —57, 420 || 19581... __. 73, 620 | 71, 807 | 1, 813 





1 Estimated. 


The Coarrman. I did not recall that there was a balance total of $91 
billion in appropriations alone. 

Senator WiiuiAMs. I do not know whether there was or not. Iam 
only reading the official report. 

The CHarrMan. If there were appropriations large enough to result 
in carryover of $91 billion, they must have been to the military for 
conduct of war. 

Senator Wiitrams. What were they at the time we came in, Mr. 
Secretary? 

Secretary [iumpurey. The figure from the budget report was $78.4. 

The CHarrmMan. Would you break them down by departments? 

Secretary Humpurey. We could do this, Mr. Chairman. 

The CuarrmMan. | think you will find there is authority to spend out 
of debt and so forth, in addition to balances in the appropriations. 

Secretary Humparey. It might be, but it would be relative if we 
used these figures, and I will just put these figures in, they would have 
the same deficiencies or credits. 

In 1953 there was $78.4. In 1954 they were $67.8. In 1955 they 
were $52.1. In 1956 they were $46 billion. 

Senator Wiiuiams. The point I am making is, without going into 
the discussion as to whether the items therein should be classified as 
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unexpended balances or something else, they are comparable figures 
for the different years for that particular category that you are talk- 
a 

ecretary Humpurey. The ones I have just read are comparable. 

Senator Witurams. Comparable. And 

Secretary Humpurey. Those are the budget figures for each year. 

Senator WiuuiAMs. Those are the budget figures, and whether the 
Library of Congress got those figures correct or incorrect, they are 
the same as yours. I never made any estimate, they were compiled 
upon my request by the Congressional Library. 

The CHarrMan. No one is more critical of these carryover balances 
than I am, but I do not understand that reduction in them can 
accurately be counted as savings. 

Secretary Humpnrey. No. 

Senator WriuiAMs. No. 

Secretary Humpurey. Mr. Chairman; no. There is nobody, as I 
am glad to testify, there is nobody who has been more critical of 
these—of the size of these balances or who has been of greater assist- 
ance to the administration and to me than you have personally in 
trying to get them down, and with other Members of Congress, Sen- 
ator Williams and others, in trying to get them down; and we have, 
that is one place where we have made some progress in reductions. 

Senator Wituiams. I think the chairman is correct they do not 
represent savings, but 1 do think they are an item which should be 
brought under control, and I think, Mr. Secretary, that you have 
done an excellent job in bringing them under control. As you bring 
the unexpended appropriations down to a more realistic figure com- 
parable to what was done in prior years, we will have a better control, 
both executive and Congress, over the expenditures of the Government. 

Secretary Humpurey. I think that is right. 

Senator WiuuiaMs. I do not think we will have any control over 
the expenditures until we do. 

The Cuarrman. I concur with Senator Williams in that and that 
is what some of us, including Senator Williams and the Secretary 
have been trying todo. AsI recall, Mr. Secretary, when you came in, 
you gave much attention and effort to reducing the balances. 

Secretary Humpurey. That is correct. 

The CHarrMan. But reduction in balances is not directly reflected 
as savings in terms of the actual cash position of the Treasury. I think 
the chief objection to excessive balances is that they cause Congress 
to lose control over expenditures. Spending agencies can use an un- 
expended balance at their will, subject to some limitations, of course. 

Secretary Humpurey. It sentaiaike helps in better control. 

The Cuarrman. I know Senator Williams did not intend it, but I 
do not want the record to leave the impression that reduction in these 
balances as such can be counted as reduction in spending or actual 
savings. 

Senator WiLuiAMs. They were not put into the record with the 
thought they were reductions in spending or actual savings. But let 
us put it this way: They can well be reductions and savings over a 
period of years if they are brought under control; is that not correct? 

Secretary Humpurey. That is correct. 

Senator Wituiams. And to the extent they are outstanding, they 
can all represent expenditures if neither the Congress nor the adminis- 
tration makes any effort to curtail them? 
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Secretary Humpurey. That is correct. 

Senator Wiuui1AMs. Therefore, it can be said when you have got 
$80 billion or $90 billion outstanding, it can be expenditures and it 
can be a savings when we bring them under control. 

As to the statement that as they are brought down under control, 
they do not represent immediate savings, I am in agreement. 

The CuarrMan. They are not down under control now. 

Senator Wruuiams. No. 

The Cuarrman. Even forty-odd-billion dollars in appropriation bal- 
ances alone—— 

Secretary Humpurey. Is pretty high. 

Senator WixuiAMs. Is too high. 

The Cuarrman. Results in substantial loss of expenditure control. 
I think this is one of our great problems. I thoroughly agree with 
Senator Williams. We have discussed this repeatedly. Some way 
should be found to reduce unexpended balances and give Congress 
control over expenditures. Until around 1944 or 1945——— 

Secretary Humpurey. 1944. 

Senator WinuaMs. But the fact we operated the Government in 
the years 1946, 1947, and 1948 with unexpended obligations of only 
$17 billion to $28 billion, I think, could well be looked at. The fact 
that it was operated with that amount at that time shows that it can 
be done, and I think the fact, Mr. Secretary, that vou had brought it 
down from eighty-billion-odd-dollars to forty-billion-odd-dollars 
is a step in the right direction, and you should be commended 
for it; however, I agree fully with the chairman, we should not sit 
back and take too much pride in that because it is still far too high, 
and I have supported his position many times. We have got to 
bring these outstanding balances under control. 

The CuarrMan. The only reason I took the liberty to interject 
was to be sure that the record did not create the impression that 
reduction in balances, desirable as it is, necessarily results in direct 
and immediate savings. As chairman, it is my responsibility to 
make the record as accurate as possible. There may be, as Senator 
Williams says, some savings in the future. 

Secretary HumpnHrey. It is a step toward saving. 

The Cuatrman. That may develop. But reductions in balances 
and savings are neither synonymous nor simultaneous. 

Senator Wiuutams. In that point we are in complete agreement. 
3ut we are holding these hearings with the hope of working out 
something that can help us in the future, and not for the immediate. 

The CuarrMan. Much credit is due this administration, Secretary 
Humphrey in particular, and to Senator Williams for the progress 
made to date in reducing balances. 

I apologize for interrupting. 

Senator Wiuuiams. No. I think it is well enough to get that point 
clear. 

Mr. Secretary, I would like to refer to your statement, and I will 
read the paragraph to which I am referring: 

In 1954, in order that the people might benefit from the substantial reduction 


in Government expenditures, we brought about a tax cut that has provided them 
with annual savings of about $7.5 billion. 
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Then continuing you said: 


More than 60 percent of that reduction went to individuals. Every taxpayer 
benefited, 

Now, in some of the questioning during the committee hearings» 
questions have been asked concerning this tax reduction as to whether 
or not it was possibly a contributing factor toward inflation; and 
reference was also made to the tax reduction, which occurred around 
1948 as having perhaps been somewhat responsible for inflation; 
and I would like to ask you this question: 

Do you think that tax reductions in a period when the budget is 
balanced are inflationary? 

Secretary Humpurey. I think it depends, Senator, on other things 
besides just the balancing of the budget as to what the contribution 
of the pressures might be. 

By and large if the tax money that is taken from the people is used 
by the Government for the purchase of goods or services that do not 
in any way contribute to the supply of goods and services available 
for public purchase, then I think that a tax reduction which would 
go to the people and would become available for increasing the supply 
of services available to the people would be deflationary. 

If it were the contrary, if the opposite were true, under circumstances 
of high employment, of high prosperity, it might be inflationary. 

Senator Witiiams. In other words, you feel that when we 

Secretary Humpurey. In other words, you have to take more into 
account than just the fact of a balanced budget. 

Senator Wiuuiams. I agree with you. But in a situation where 
you have a budget balanced to the extent that you can make a rea- 
sonable reduction in the debt, it is advisable, if you can, to pass the 
tax reduction on? 

Secretary Humpnrey. What was that? 

Senator Wittiams. When you have a budget surplus sufficiently 
whereby you can make a reasonable contribution on the nativnal 
debt, would it not be wise at that time, if you have enough left over 
after doing that, to pass it along in the form of a reduction? 

Secretary Humpurey. | think that is correct. 

Senator Witirams. Do you not think it would be a dangerous 
philosophy for any administration to adopt, where it would even be 
suggested, that the way to control inflation in this country would be 
to adopt a high-tax program, or one that would siphon off the excess 
spending money, as some of them put it, from the taxpayers in the 
form of high taxes? 

Secretary Humpnuruy. It would be extremely dangerous if the 
money was used by the Government for purposes that were not 
productive of goods and services for the people. 

Senator Wriiuiams. It would be equally inflationary for the Gov- 
ernment to siphon it off in taxes, and then spend it as a Government 
expenditure? 

Secretary Humpurey. It might be much worse, depending on what 
they did with it. 

Senator Wiiuiams. The suggestion or the question was asked as 
to whether these tax reductions went to the group that needed it 
most, and I think you made the statement that you felt it went to 
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all individuals and helped those of low incomes as much as it did 
those with large incomes; is that correct? 

Secretary Humpurey. That is correct. 

Senator Wiuuiams. And particular reference was made to the 
exemption status, whether or not the exemptions could be raised from 
$600 to $700, and I think your testimony in that connection was 
quoted a couple of times here, and I would like to ask this question: 

When was the exemption raised from $500 to $600, this present 
rate? Was that not in 1948 by that “do-nothing Congress’’? 

Secretary Humpurey. I cannot tell you, sir. 1 will have to check. 

1948 is correct, he says. 

Senator WittraMs. 1948. 

The exemption now is $600 only by virtue of the fact that they were 
raised at that time, and if I recall correctly, over the veto of the 
President. 

Secretary Humpurey. I do not have that in mind. 

Senator Wiu1aMs. I was particularly interested in this, and this 
report I have was assembled by a member of our staff: I asked him 
to get the historical record of personal exemptions, because I think 
that this Administration or any Administration is interested in seeing 
that the exemption be as high as possible. I read from this report it is 
interesting to note that in 1913, on March 1, when the first Federal 
income tax law was adopted, the exemption at that time for single 
persons was $3,000, and for a married couple, was $4,000. 

In 1917, that was dropped to $1,000 for a single person, and $2,000 
for a married couple. 

In 1921, it was left at $1,000 for a single person, but the exemption 
for married couples was raised to $2,500, and that stayed in effect 
until 1924. 

In 1925, and continuing through 1931, the personal exemption was 
raised to $1,500 for a single person; to $3,500 for a married person, 
and at that time the credit given for each dependent was $400. 

In 1932, and continuing through 1939, it was reduced to $1,000 for a 
single person, $2,500 for a married couple, and $400 for each de- 
pendent. 

In 1940 the personal exemption was reduced from $1,000 to $800 for 
a single person, and for a married couple was reduced from $2,500 to 
$2,000, and the exemption for dependent children was the same, $400. 

In 1941, a single person exemption was further reduced to $750. A 
married couple was reduced from $2,000 to $1,500, and exemptions 
$400, the same, for dependents. 

In 1942, that was reduced to $500 per single person, $1,200 for a 
married couple, and exemption for dependents, $350. 

In 1944, it was left at $500 for a single person, and reduced to $1,000 
for a married person, and $500 for the dependent children. And the 
$500 single-person exemption and $1,000 married-couple exemption 
which was adopted in 1944 was the all-time low in exemptions, and 
this trend was only reversed in 1948 when it was raised to $600 and 
$1,200. 

In 1948 it was also raised to $1,200 exemption to those over 65 and 
the blind. 

Do you see any possibility of that being raised further in the fore- 
seeable future? 
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Secretary Humpurey. Of course, that will all depend on when 
money is available, when a surplus is available for the payment of a 
tax reduction. 

When that time comes, I personally think that more attention should 
be paid to a revision of rates than to a shift in exemptions. 

enator Wiuuiams. I pointed these exemptions out at this time 
because I thought the historical record of how the exemptions had 
been treated would be good for the committee, as well, in their deliber- 
ations, and also it was interesting to note that those who were criti- 
cizing you the other day for not having raised them higher. their 
administration had never raised exemptions when they were in power. 

The last increase in exemptions was in 1948, the ‘“do-nothing 
Congress”’ again. 

Also, I refer to the first tax bracket or the normal tax rate which 
today is 20 percent, that is considered the tax which is applicable to 
the low-income group; is that correct? 

Secretary Humpurey. That is correct. 

Senator Witu1ams. What was that rate when you came into power? 

Secretary Humporey. What was the 20-percent rate? 

Senator Wiuuiams. In 1952, the normal tax rate, the first bracket. 

Secretary Humpurey. 22.2. It was a 10-percent reduction, 22.2; 
that is correct. 

Senator Wituiams. That was in 1952, and you dropped that to 
20 percent? 

Secretary Humpurey. That is right. 

Senator Wittiams. Do you happen to have before you the his- 
torical background of those rates? 

Secretary Humpurey. I have not, but we will get it. 

Senator WixuraMs. I have it here, and we will put it in the record, 
because this is the tax which is most applicable to the low-income 
groups; is that not true? 

Secretary Humpurey. That is right. 

Senator WiiuiaMs. It started out in 1913 at 1 percent. Not many 
of us can remember that year, but we would all like to try that rate 
again. 

It was raised to 2 percent in 1916; and in 1918 it was raised to 6 
percent. In 1919 and 1920 it was dropped back to 4 percent. 

In 1923 it was dropped to 3 percent. In 1924 it was dropped to 2 
percent. In 1925 it was 1) percent. 

In 1928 it was 1% percent. In 1929 it was one-half of 1 percent. 

And in 1930 and 1931 it was 1% percent. In 1932 it was raised to 
4 percent. In 1940 it was 4.4 percent. 

In 1941 it was raised to 10 percent. In 1942 it was raised to 19 
percent. In 1944, it was raised to 23 percent. 

In 1946 it was dropped to 19 percent; and in 1948 it was dropped to 
16.6 percent—the “do-nothing Congress” got active again. 

In 1950 it was 17.4 percent; it was raised. And in 1951 it was 
raised to 20.4 percent. 

In 1952, it was raised to 22.2, which was an alltime high, or repre- 
sented an increase of 550 percent in that 20-year period. 

And I ask the question again, if that increase in that normal 
bracket does not represent the tax which is most applicable to the 
low-income groups of America? 

Secretary HumpHurey. That is correct. 
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Senator WiiuraMs. In other words, it was a 550-percent increase 
intthat group of the applicable rate, as well as a reduction in their 
exemption from $1,000 to $500 for a single person during that same 
period. 

Secretary Humpurey. That is correct. 

Senator WruuiaMs. So I do not think that the record of our critics 
or your critics on that particular point has been too good when it 
comes to considering their actual legislation dealing with the low- 
income groups. 

Would you agree with that? 

Mr. Chairman, I would like to put this chart into the record, too. 

The CuarrMan. If there is no objection, it is so ordered. 

(The chart referred to is as follows:) 


Individual income tax: Combined exemptions and credits for married person with 3 
dependents and first bracket tax rate, 1913-54} 





















| 
Combined First | Combined First 
Income year exemptions} bracket Income year jexemptions bracket 

and credits rate and credits rate 
ipiilicneneiiall Rid Nilinasciihicttsperl tigi ee ek thecchia lipalieadiiatbacimediiities cadet die tiated oF a easy 
$4, 000 1.0 | 1932-33_........- binibaiabibee 3, 700 4.0 
4, 000 2.0 Tas ii pikereig Gibemacih toed | 3, 700 4.0 
2, 600 2.0 || 1940.. 3 3, 200 4.4 
2, 600 6.0 EE TS See ees 2, 700 10.0 
2, 600 ee ih whtodatutucn codaea | 2, 250 19.0 
3, 700 4.0 1944-45. - ; 2 2, 500 23.0 
3, 700 3.0 |} 1946-47. ina al 2, 500 | 19.0 
3, 700 | AE Mic aksndnsacdasiaccese! 3, 000 16.6 
4, 700 ee eee | 3, 000 | 17.4 
4, 700 | BE SE cos inanncexncso | 3, 000 20. 4 
4, 700 | 5 |] 1962-53......... Ae castle 3, 000 | 22.2 
4, 700 1.5 Pe Shee Reddit 3,000 | 20.0 

| 











1 Before de luctions and disregarding earned income credit. 
2 $500 cre lit for each dependent allowed against surtax which begins at 20 percent. Such credits not used 
in computing 3 percent normal tax. 


Senator Wiiiiams. Mr. Secretary, do you think—I asked this 
question before—do you think that tax increases, as such, over a period 
of years, either increases or decreases as such, have much relation to 
inflation if they are geared to balanced budgets or to balancing the 
budget? 

Secretary Humpurey. Well, as I said, Senator, I do not think the 
only consideration that affects the inflationary or noninflationary 
effect is the balanced budget. I think there are other things, too. 

But they certainly are less effective in connection with a balanced 
budget than without it. 

Senator Wiu1ams. Do you have any information there as to the 
number, the changes that have been made in our tax structure, in- 
creases or decreases, over a period of time? 

Secretary Humpurey. No; I have not. Again, we can get it. 
It is simply I did not bring a lot of tax data here. I did not know we 
were going to get into a tax inquiry. But I will be very glad to get 
anything you want. 

Senator Witi1Ams. The question had been brought up as to the 
implications of these two reductions, and I thought it would be well 
to get that information. 

Secretary HumpuHrey. Yes. 

Senator Wiitrams. Would you wish to comment any further as to 
the distribution of this $7.5 billion tax reduction, as to the categories? 
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Secretary Humpurey. Well, this distribution was discussed the 
other day, and I can divide it this way: The total was $7.4 billion 
embraced in these various reductions. 

Now, of that, as nearly as we can allocate it, there was $2.8 billion 
that went to business of one kind or another; there was $4.6 billion 
that went to individuals. 

Of that—I think that is the main division. 

Senator WiuuiaMs. I also have here a chart, which I will read into 
the record and only comment on briefly, which shows that since our 
first Federal income tax was enacted, in 1913, we have had 10 reduc- 
tions in taxes throughout those periods. 

Those reductions are as follows: The first one was in 1919—taxes 
were reduced; that is, for individuals I am speaking of—in 1922 there 
was a reduction; in 1923 there was a reduction; in 1924 there was a 
reduction; in 1925, taxes were reduced; and in 1928 they were reduced; 
in 1929, they were reduced. And during that period we did have 
balanced budgets; and, therefore, I do not think it could be charged 
that they were inflationary. 

The next tax reduction was in 1946, and the next one was in 1948, 
and then this administration had the one in 1954. 

During that same period, we have had 15 increases. 

In 1916, taxes were increased; in 1917, they were increased; 1918, 
they were ‘increased. They were increased in 1930, 1932, 1934, 1936, 
1940, 1941, 1942, 1943, 1944, 1950, 1951, and 1952 : they were in- 
creased. 

So I think if we will examine the record here, we will find the effect 
of lowering the taxes when the budget was balanced was certainly 
not inflationary, and whether—of course, the increases, the bulk of 
them, were in a period when the budget was substantially unbalanced, 
and whether that had too much effect or not, I do not know. 

But certainly I think we could be in agreement that taxes themselves 
should not be utilized as a source of siphoning off the money of the 
people just to curb inflation. 

Secretary Humpnrey. I agree. 

The CHarrMaANn. The committee will be in recess until Monday 
morning at 10 o’clock. 

(Whereupon, at 12:55 p. m., the committee recessed, to reconvene 
at 10 a. m., Monday, July 1, 1957 ) 





INVESTIGATION OF THE FINANCIAL CONDITION OF 
THE UNITED STATES 


MONDAY, JULY 1, 1957 


Unirep Sratres SENATE, 
ComMITTEE ON FINANCE, 
Washington, D. C. 

The committee met, pursuant to recess, at 10 a. m., in room 312 
Senate Office Building, Senator Robert S. Kerr presiding. 

Present: Senators Kerr (presiding), Long, Smathers, Gore, Martin, 
Williams, Flanders, Carlson, and Bennett. 

Also present: Robert P. Mayo, Chief, Analysis Staff, Debt Division, 
Office of the Secretary of the Treasury. 

Elizabeth B. Springer, chief clerk; and Samuel D. Mcllwain, special 
counsel, 

Senator Kerr. The committee will be in order. 

The Senator from Delaware? 

Senator Witu1aMs. Thank you, Mr. Chairman. 

Mr. Chairman, I have gone over most of my questions that I had 
planned to ask, and I think the bulk of the questions, after conferring 
with the Secretary, can more appropriately be addressed to Mr. 
: Sn when he comes down, or the Chairman of the Federal Reserve 

oard, 

Therefore, I shall defer questioning at this time and turn it over to 
Mr. Long. 

I would like to make this statement, though, since this represents 
perhaps the last appearance the Secretary will make before this 
committee, when these hearings are concluded: As one of his admirers, 
I would like to join with his many friends in expressing regret at your 
decision of separating from the Government, and express to you my 
congratulations at the excellent job you have done as Secretary of 
the Treasury. 


STATEMENT OF HON. GEORGE M. HUMPHREY, SECRETARY OF 
THE TREASURY—Resumed 


Secretary Humpurey. I appreciate that very much, indeed, 
Senator, very much. 

Senator WiuuiAMs. I will withhold the remainder of my questions 
for the other witnesses, Mr. Chairman. 

Senator Kmrr. The Senator from Louisiana, Mr. Long. 

Senator Lone. Mr. Secretary, I am sorry this may be the last 
time I will have the occasion to examine you, particularly. While in 
Government, you have been most courteous to us, and supplied us 
with information we have attempted to obtain. 
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You explained how high interest rates help some people and hurt 
others. 

Is not the same thing true, at least to a considerable extent, of 
inflation? It helps some and hurts others? 

Secretary Humpurey. Yes, I think that is true, but I think not 
nearly to the same extent. 1 would think far more people are hurt by 
inflation than are helped by it. 

Senator Long. Does it not oftentimes depend upon where a person 
stands? For example, just by a textbook study of economics, I gain 
the impression that any person who is in position to have his income 
adjusted may have some net gain. For example, a workingman who 
gets a cost-of-living increase when prices rise, but continues to make 
fixed payments on his home, may be somewhat ahead because there 
happens to occur some degree of inflation. 

Of course, I am not speaking of a person with fixed income, in which 
case a person is not in position to adjust himself to price increases. 
But those who get an adjustment to increase their income as a result 
of inflation, insofar as they owe some fixed debt, are helped by it, are 
they not? 

Secretary Humpurey. I suppose there are people who are helped by 
it. I think mostly, after a period, it is people who are very agile in 
their trading, in their ability to trade and adjust. 

Senator Lone. The point is that perhaps to a lesser extent, but the 
same thing is true to a considerable extent, there are some people who 
are helped by inflation as well as those who are hurt. 

Secretary Humpurey. I think that is correct. 

Senator Lone. Is not the principal objection to inflation the social 
injustice to those on fixed income and those whose incomes are heavily 
weighted by assets in savings accounts, cash or banks? 

Secretary Humpurey. W ell, I think inflation hurts a great many 
people and, over a period of time, all except a comparatively few, are 
hurt by it. 

Senator Lone. It does not particularly hurt the Government in 
trying to service or pay off the national debt, does it? I mean, if we 
had not had such inflation, with the huge debt we hav e, it probably 
would be much more difficult to service or reduce. 

Secretary Humpurey. If we did not have an inflation, we would 
not have as huge a debt. 

Senator Lona. We would have a lot of it, even if we had not had 
inflation, would we not, and it would be more difficult to service 
or reduce? 

Secretary Humpurey. Well, I do not know. That, of course, is 
a subject of conjecture, and nobody can tell. If we had not had 
the inflationary prices, why, we would not have had as big a debt, and 
whether it would be harder to pay a smaller debt or not, I am not 
prepared to say. 

Senator Lone. My principal objection to inflation is the social 
injustice that occurs to a lot of people, although I think it does help 
quite a few, but I think it is quite an injustice on the whole, because 
it creates more injustices than it does good. 

Secretary Humpnrey. I believe that is right, Senator, and I think 
the unfortunate part of it is that it is most harmful to those least 
able to bear it. 

Senator Lona. With regard to interest rates, considering high 
interest rates entirely on their own account, and separate from the 
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problem of inflation, is there not a considerable amount of social 
injustice in high interest rates? 

Secretary Humpurey. Is there not? 

Senator Lona. Is there not, yes. 

Secretary Humpurey. Well, I think anything which gets unduly 
out of line can cause difficulties, yes. 

Senator Lona. I have always been somewhat on the low-interest- 
rate side since I read that quotation where Christ chased the money- 
changers out of the temple. It seems to me as though, in the main, 
6 percent, 8 percent interest, with people trying to buy homes, that 
sort of thing, is not socially desirable. 

It seems to me to be desirable to have the interest low. 

Secretary HumpuHrey. You can certainly get interest rates so high 
that it is not right. 

Senator Lona. You have told us that high interest rates discourage 
borrowing, and to that extent tend to be anti-inflationary. But does 
a rising interest rate not also encourage lending? In other words, a 
person who can get a high interest rate is more inclined to lend than 
otherwise. 

Secretary Humpurey. I think that is right; it stimulates savings, 
too. 

Senator Lona. To the extent that high interest rates encourage 
lending, would they not be inflationary? 

Secretary Humpurey. Well, it is not the lender that causes the 
inflation. It is the creation of the debt and the spending of the money 
which causes the inflation. 

Senator Lone. The point I have in mind is that while it might 
tend to discourage somebody from borrowing money, it encourages 
another to lend, and in that respect one tends to offset the other; is 
that not correct? 

Secretary Humpurey. Well, to some extent. 

Senator Lone. Mr. Secretary, you have supplied me with a con- 
siderable amount of information that we will put in the record later on. 

There is additional information which 1 would hope you could 
obtain for us, and I do not know where we can get it except from your 
Department, and I would like to have you supply this for us. 

I do not believe you are going to have much of it available at the 
moment, and some of it will take a considerable amount of study. I 
will be glad to supply you these questions. 

Secretary Humpurey. Fine; and we will get the information and 
bring it back. 

Senator Lona. I would like to know, for example, what have been 
the changes in interest rates, year by year, since the beginning of 1950 
and on into the middle of 1957, in the case of new borrowings on the 
part of homeowners. 

Do these figures include discounts; and, if so, how much discount, 
and what is the effective rate of interest considering the discount? 

I am asking that as at the beginning of 1950 because interest rates 
did not begin to rise just when your administration came in. They 
began to rise in 1950. 

I would like to know what have been the changes in interest rates 
in the case of new borrowings on the part of farmers from the begin- 
ning of 1950 to mid-1957. 

The same thing for unincorporated business. 
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And I would like to know the same thing for consumers in obtaining 
installment credit and noninstallment credit. 

Then on the basis of these trends, what would you now compute to 
be the current annual rate of interest charges, in dollars, on all out- 
standing indebtedness other than public borrowing, and how does that 
compare with the figure in 1950 and 1953? 

Also, what would this amount now be, in dollars, if all outstanding 
indebtedness other than public borrowings were at current rates of 
interest? 

Further, how many years would it take before refinancing put such 
outstanding borrowings under current rates, assuming no further 
increase in interest rates, and what would be the percentage of the 
total nonpublic indebtedness refinanced in 3, 5, 10, and 15 years? 

I would like to know, also, what has been the dollar trend in busi- 
ness investment in plant and equipment and construction since the 
start of 1950, the start of 1953, and on until the middle of 1957. 

Further, a rough approximation of how these investment trends 
would break down according to corporate and noncorporate invest- 
ment, and according to business size and corporate structure. 

For example, what proportion of this investment had been under- 
taken by firms with assets in excess of $100 million, and what pro- 
portion by firms with assets in excess of $1 billion. 

That is a big job, but I think you have assistants over there who 
can do it. It is a big job, but it seems to me this is information this 
committee should have. 

Secretary Humpurey. It sounds like a big job, but we will go to 
work on it. 

Senator Lone. Thank you so much. 

(The information referred to is as follows:) 


Question: What have been the changes in interest rates year by year since the 
beginning of 1950 and on into the middle of 1957 in the case of new borrowings on 
the part of homeowners? Do the figures include discounts, if so how much and 
what is the effective rate considering discount? 

No satisfactory figures are available to show average interest rates paid on 
mortgage loans, particularly the more significant figures that take into account 
the sale of such loans at discounts. 

Some information on the trend of mortgage rates in recent years, taking dis- 
counts into account, may be gained from Federal Housing Administration opinion 
surveys made at various times in the years 1953 to date, indicating typical prices 
offered for FHA-insured home mortgage loans. Prices compiled from these 
surveys are shown in the following table, with computed yields based on the 
assumption of an effective maturity of 15 years for a 25-year mortgage, after 
allowing for amortization. 

The usefulness of these figures is rather limited, however, since they cover but 
one area of the national mortgage market, they are based on opinions rather than 
actual transactions, the basis for the survey has changed somewhat over the 
period, and the difficulty of computing accurate yields is complicated by amortiza- 
tion and prepayment problems. 
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Average typical prices offered for FH A-insured (sec. 203) home mortgage loans ! 
and indicated yield to effective maturity, for selected dates 


United States} Indicated 
Date (ist day of month) average — yield 
price per to effective 
$100 maturity 2 
444 percent loans: Percent 

i alee Pare a bia bce eae ae anlar $98. 7 4.70 
i a a ee 97.1 4.94 

SN i 5 6 west in Stern taba bin canis wen ins ate aie came aa 97.7 4.85 
Paks RakcCacantsiodac cists addcod sdbdnhacebucGiee ett tomate 98.9 4. 67 
a a ae been armbar A Rn race 99.4 4.59 
III Sha cits tein se adele isu in wes so edie neler aa alee 99.5 4.58 

I oe. os 5 nos cancktan ond boensoeeeee shee ae 99.5 4. 58 
TE Ss coun f ; ‘ = Feo an 99.3 4.61 
coach acs ts os iabcgsees esas sa aes einige atasesoosgin moe peita teens wets ool ae 99.0 4.65 
SN a ka ee oe ee 98.9 4. 67 
II oo. ocean ac dhpsesth diacamerogasoasenea scans aeaaaaemaenma ta 98.7 4.70 
eo in a cial eh ie wa iee pen adele Ma auee ae aaeaieh eae 98. 4 4.74 
RN a i a ce cl ele eee a 98. 2 4.77 
SIE, 2. ccnrdgadnwinnendaguvannaasbeaceretuiatecea abuetuieaa 98.0 4.80 

inate icoctinnse cnt ndasgnennantasbduassmadnestcesepemied cal 98. 2 4.77 
PP ia canancps ce daatlereiacknaubienr ae 98. 2 4.77 

Weighted to reflect prob- 

able volume of 

tions 
I sas ik hich sem bsge Laue a teen eee 98. 4 4.74 
JS RE RO SE ES eee ye See Ns pee 98.6 4.71 
BI is deste oh casos tvieip tna Sivihen seanbi peanceen toate tee NE ae ORE e nee ae 98.3 4.76 
CS SS re a ee eee 97.8 4.83 
I id aiel On  inmstts nee denen maven cdots ee a MN aa ee 97.6 4. 86 
IN re sacs amare een ena ke 97.6 4. 86 
September-____-_- z ee 97.1 4.94 
I aise loceuicep emieesetaaeian g - 3 96.7 5.01 
IN omni sors sap Read aap de eda enn aan aes eae 96. 5 5. 04 
NES oo cnn ikem cndaemdpuadanniedsndiabinmniaaaannaameeta 96.0 6.32 

5 percent loans: 

FO ic b scnnckinsubenssiaanncuseuds deuteneeLdeeamaatasenannane 97.2 5. 44 
SPINE... osisinseahinliipncabimieebeeb aku atcinglade ites aaa Gicis cna aaa ae 97.3 5. 42 
DLL... .., <i: nn cece emak abe Some amalodan eee taeas 97.3 5.42 
PE stchnddncnnnsnokeidiesseabeatiaeabhaks bin deiinhaainimae acai 97.5 5. 39 





1In market areas of FHA insuring office cities; immediate delivery transactions, Beginning January 
1956, data are specifically for mortgages with 25-year maturity, 10 percent downpayment, 
2 Amortization is assumed to reduce a 25-year mortgage to an average effective maturity of 15 years. 


Source: Federal Housing Administration data, and derived computations, 


Question: What have been the changes in interest rates on the part of farmers 
from the beginning of 1950 to date to mid-1957? 
Average interest rates paid by farmers for real-estate and non-real-estate loans, 


as estimated annually by the Department of Agriculture, are given in the following 
table. 


Interest rates on loans to farmers for selected years 














Year Non-real- | Realestate | Year Non-real- | Realestate 

estate loans ! loans 2 estate loans ! loans? 

Percent Percent | | Percent Percent 
Mp cient ccnutokakebon 6.0 06 On ene ngnnn 6.6 4.7 
BE ta cpus avnetacdias | 6.4 4.5 Dds nano arate 6.5 47 
DE sia Oienctbhonsesates | 6.4 4.6 Sad iin allen tein ado 6.5 4.8 
TE ee | 6.5 4.6 | PN ditaacasoccusccels 6.6 4.8 


1 Non-real-estate loans by banks to farmers, estimated average rate for year. 
2 Rate on farm mortgage debt, all lenders, as of Jan. 1. 


Source: Department of Agriculture. 


Question: What have been the changes in interest rates on the part of unin- 
corporated business from the beginning of 1950 to date—to mid-1957? 

‘e know of no compilation of interest rates on loans to unincorporated business. 

However, some indication of the trend in such rates may be seen in a Federal 
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7 
Reserve Board compilation of interest rates on short-term business loans, classi- 
fied by size of loan, as given in the following table. 


Bank rates on short-term business loans, 19 cities 

















[Percent] 
on Size of loan (thousands of dollars) 
loans 

1-10 10-100 | 100-200 | 200 and 

over 

a hi wh een eenancwendcmmannacemen 2.1 4.1 3.1 2.3 7 
ee he ne ee ee 2.0 42 3.1 2.2 Sar 
atin k win ice poec eeucmiel 2.0 4.0 | 31 | mel ae 
SLRS. Si De ea ia ST ee, Aas 2 4.4 | 3.2 2.1 1.8 
1950— March. - __- peeenbticieted ac onesb aaietn dbeawise ses | 2. 60 4.45 | 3. 54 2. 94 | 2.31 
Ben ae gt een” .| 2. €8 | 4. 50 3.65 | 2.94} 2.39 
is SER reraeet evhaaede clinica ist 2. 63 | 4. 51 3. 63 2. 95 | 2. 34 
she's c Seceal Gees. cineca copes Se 2. 84 | 4. 60 3.73 | 3.10 2. 57 
I 8 ee oe a ec cmees 3.02 4. 68 | 3. 88 3. 27 2. 76 
Ye ites «ae OR SE Sere F 3. 07 4.73 | 3. 93 3. 32 2.81 
a ig ee 3. 06 4.74 3.99 3. 36 2.7 
DUNT. 4 30 ceitinbnnuacadeshaccabiwawencweite 3. 27 4.78 4.05 3. 49 3.03 
nha ite ian ciinbesc pial disioeaauesnrien 3. 45 4.85 4.16 3. 66 3. 24 
eS ng oo cia honinmbenee 3. 51 4.99 4.21 | 3. 72 3. 29 
ls ole ei san ccue deanes 3.49 4. 91 4. 22 | 3.74 3. 27 
I a a Lc cw is mcinimin sala hesitate eaaiandeaaiacl 3. 51 4. 88 4.21 3.77 3. 29 
3. 54 4.89 4.25 3. 7 3. 32 
3.73 4. 98 4. 38 3 91 3. 53 
3.74 5.01 4.4) 3. 93 3. 54 
3.76 4.98 4.39 3. 96 3. 57 
3.72 4.99 4. 37 3. 94 3. 52 
3. 60 4.97 4.35 3. 89 3. 37 
3. 56 4.99 4.32 3. 82 3. 32 
oo gS iat reatrcnarece Lanaccomeoee 3. 55 4.92 4.29 | 3. 84 3.31 
Nek ks eben ewnn ne miceanne es 3. 54 4.93 4. 29 3. 83 3. 39 
ee 3. 56 4. 92 4. 29 3. 83 3. 33 
aa, Se Dik b tidaigiesenatttncicutinn aienk gale ec 3.77 4. 98 4. 44 | 3. 99 3. 56 
eee aida arainde achat tamaeamieel 3. 93 5.01 4.52 | 4.14 3. 75 

Tee a ced neem econ 3. 93 5.5 | 4.55 4.13 3.7 
CN ee eee eee ee Gi pen cheanaukebse 4.14 | 5.18 | 4.69 4. 34 3.97 
eee ee eae ade acen abe hanhay 4.35 5. 30 | 4. 86 4. 52 4.19 
SE id ots Becc dn scconavnsnsassansoessneseuns 4. 38 5. 32 4.99 | 4.63 4. 20 
nee? —BAORON .5..06.......--<.-- 4. 38 5. 38 4.94 4. 59 4. 21 








Source: Federal Reserve Board. 


Question: What have been the changes in interest rates on the part of con- 
sumers obtaining installment credit and noninstallment credit from the beginning 
of 1950 to date to mid-1957? 

We know of no compilation of interest rates on loans of this type. 

Finance charges on installment loans vary from one locality to another and 
with respect to the terms and conditions on specified transactions financed. So 
far as we are aware, the only general data on finance charges are contained in the 
recently published study of consumer installment credit by the Board of. Gov- 
ernors of the Federal Reserve System. This study includes an index of finance 
charges based on information reported by a sample of sales finance companies 
which operate on a nationwide basis. The index measures financing costs to the 
purchaser per $100 of unpaid balance of a 12-month contract on a low priced 
popular model passenger car. On a 1946 base of 100, the index was 99 in 1952 
and 105 in 1956. For further information on this subject, see pages 49-60 of 
Consumer Installment Credit, part I, volume I, Board of Governors of the 
Federal Reserve System, 1957. 

Question: On the basis of these trends, what do you now compute to be the 
current annual rate of interest charges in dollars on al! outstanding indebtedness 
other than public borrowings, and how does this compare with the figure at the 
beginning of 1950, 1953? 

We know of no compilation of data that would provide the basis for authori- 
tative figures on total interest charges on outstanding private indebtedness. 

Question: What would this amount now be in dollars, if all outstanding indebt- 
edness other than public borrowings were at current rates of interest? 

Question: How many years would it take before refinancing puts such now 
outstanding borrowing under the current rate, assuming no further increases in 
interest rates? wom 4 
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We are unable to supply estimates in answer to these questions, since the neces- 
sary information is not available on the rates of interest paid on the outstanding 
indebtedness in the various categories, nor on what the current rates would be. 

Question: What have been the dollar trends in business investment in plant 
and equipment and construction since the start of 1950, 1953 and on into the 
middle of 1957? 

Question: Will you make a rough approximation of how these investment 
trends break down according to corporate and noncorporate investment, and 
according to business size within the corporate structure? What proportion of this 
investment has been undertaken by firms with assets in excess of $100 million? 
In excess of $1 billion? 

Business investment in plant construction and equipment for the years 1948 
to date is given in the accompanying table. A breakdown is shown as between 
corporate and noncorporate investment. We are unable, however, to supply 
figures or estimates of corporate investment by size of firm, for we know of no 
available compilation of such figures. 


Business expenditures for plant and equipment 1948-56 


[In billions of dollars] 





























Corpo-| Non- Corpo- | Non- 
rate | corpo- | Total rate | corpo- | Total 
rate rate 
' 
Calendar years: Calendar years—Con, 
FONE. cctdisaunosdcveust $18.8 $3.3 | $22.1 1955_...... eee nened ea $24. 2 $4.5 | $28.7 
SOND ss Fcctheidlas 5 Sl Gadeuies 16.3 3.0} 19.3 Pe ek Rite tela 30.0 §.1} 35.1 
Scans. Age kegianw ies 16.9 3.7 | 20.6 || Quarters: 1957 (annual 
Bees -Gisctdelswe s - 21.6 4.0 25. 6 | rates): 
WOES, 5. cbc<nnonekeee ses 22.4 | 4.1 | 26.5 Oo ae Se (‘) () 36.9 
SOU iden scldstha dt abies 23.9 4.4] 23.3 | 2d quarter_...---._- wt 0 (1) 37.3 
TOs gd cuinde cdo nes 22. 4 4.4 26.8 | 








1 Not available. 
Source: Securities and Exchange Commission and Department of Commerce. 


Senator Lone. With regard to the problem of inflation itself, you 
recognize, of course, that there are other ways t':is problem could be 
approached. For example, the Federal Reser.e has powers over 
rediscount rates; it has powers over the amount of reserves a bank 
must carry, and, while I do not believe the powers exist at this time, 
Congress could, if it wished, give price controls to an appropriate 
agency to the extent that it wished to, or that it should authorize 
credit controls. 

It would seem to me, if any were to be considered, that the indirect 
methods mentioned above certainly would be more appropriate at 
the present time than price controls. 

What is your reaction to the appropriateness of these various other 
measures which could be used to control inflation? 

Secretary Humpurey. Well, I think they all, except the physical 
controls, have been employed in an appropriate way. Of course, Mr. 
Martin is the expert on that, but I think they have changed the dis- 
count rates and the reserve requirements from time to time, and those 
are all controls which the Federal Reserve, in the proper exercise of 
its functions, can carry out. 

Senator Lona. Do you believe that the reserve requirements 
should be increased? 

Secretary Humpnurey. I think that all has to fit into a pattern, 
and that is strictly within Mr. Martin’s field of activity. That is 
something that the Treasury does not control, and I would suggest 
you ask Mr. Martin. 

Senator Lona. You do not feel in position to comment on that? 
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Secretary Humpurey. I think that is strictly within his field of 
activity. 

Senator Lone. Of course, that does affect your responsibilities and 
your ability to finance and manage the Federal debt, does it not? 

Secretary Humpurey. It certainly does, and, in fact, any action of 
the Federal Reserve Board does affect us. But, nevertheless, they 
are an independent agency that operate by themselves. 

Senator Lona. Inasmuch as they are supposed to be an independ- 
ent agency, it seems to me it is more appropriate I ask you the ques- 
tion, however, because you are the man who has to advise the Presi- 
dent on these functions. 

Secretary Humpurey. Not on these. That is the Federal Reserve 
function. 

Senator Lona. Are you not his principal financial adviser, though, 
as far as the Cabinet is concerned? They do not sit in at these Cabi- 
net meetings with him, and you do. And, I imagine, when he has a 
fiscal-policy problem, he asks you. 

Secretary Humpurey. The Federal Reserve Board reports to the 
Congress and not to the President. 

Senator Lona. Does that not make you even more so the man to 
advise the President on those matters? 

Secretary Humpnrey. If it were desirable to change the law, or 
something of that sort, yes, I think that would be. But there has 
been nothing of that kind, that I know of. 

Senator Lona. Have you considered recommending any type of 
credit controls? 

Secretary Humpurey. It has been considered 2 or 3 times, and the 
Federal Reserve Board made a very elaborate study on it. 1 think 
the President’s economic advisers took the matter up, and I think 

ou will find on one of their reports some comments with respect to 
it. Each time, it has been decided it was not a desirable thing to do 
under the circumstances existing at the time. 

Senator Lone. Of course, part of your judgment on that would be 
guided by the fact that you, perhaps, do not believe that credit 
controls are an appropriate measure to control inflationary tendencies 
in peacetime, but they should only be resorted to in emergencies. 

ecretary Humpurey. Well, it is pretty hard, Senator, to make an 
ironclad rule on these things, but I certainly would not feel that, up to 
the present time, it was desirable to put in physical controls, credit 
controls. We had them in wartime, and we abandoned them, as you 
know. I do not believe there has been anything up to this time which 
would justify their being put back in force. I do not favor it. 

Senator Lone. Looking at the single problem of a man buying a 
house, I had some misgiving about voting for the last housing bill to 
reduce downpayments, as it did seem to me we were not doing a man 
a favor in reducing down payments if it would contribute to higher 
interest rates, on the theory that, for example, an increase of 1 percent 
in interest on a $10,000 house would cost a man more than $1,000 by 
the time he paid his mortgage out. 

It would not be doing him any particular favor to reduce his down- 
payment by $200 or $300 if the effect of that would be to contribute 
to an increase in the interest rates, and thereby require him to pay 
about $1,000 more by the time he got through buying the house. 

We should certainly consider those problems when we consider the 
amount of the downpayment, should we not? 
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Secretary Humpnrey. [ think that is right. 

Senator Lona. Mr. Secretary, you supplied us with certain material 
which I requested, and I appreciate it. It was, for the most part, 
everything | was seeking to obtain. I believe there are 1 or 2 respects 
in which you were not able to supply me just what I wanted, and 
perhaps you might be able to get the rest of it. 

There has been so much said about these inflationary tendencies 
that occurred in earlier years that I thought it might be well to 
review those and review the factors which contributed to them. 
For a while we have had quite a bit of discussion of the degree of 
the inflation, but very little has been said about the cause. 

You have supplied me with the actual percentage increases in gross 
national product, the increase in civilian employment, the Federal 
budget position, year by year, and the budget expenditures and the 
budget surplus. 

It seems to me it would be well to place in the record at this point 
the gross national product, in 1956 prices, and annual rate of increase, 
from 1940 to 1957, and I will ask that that be placed in the record 
at this point. 

(The document referred to is as follows:) 


Gross national product, in 1956 prices, and annual rate of increase, 1940-57 


Gross 
Period national Percentage change, year to year 
product 
Calendar years Billions 

Wiens Gi? t........- eal 

Sap oltkey cdcijallsy ten benaedsteleeesasenen 247.2 +15.7 
Yaga] «ab | FAL 1 |]+ 9-0 peroent for 5 years 
i itrancnanpmegpeageyensenqmmmmnmenéeuiamesl 332. 6 +7.4 

Ts lt iinc nites dp aesne 4 cs uepeeeumus wide ales 325.7 —2.1 

nhs des ackcdeisc Jide encldacksnl aah 290. 6 —10.8 
idthinvudnonedetictwasingeenekabiathutidkieei 289. 6 —.3 

Be hus tte iin axin ka oss abcd attest adeceheab diane 302.7 +4.5 

ie aietlsunie es pena papweenpndbiiegedidiinen 301.8 —.3 |}+1.9 percent for 7 years. 
DEE eitcaccinsScaed torcepebaceianmoonansianen 329.9 +9.3 

i ahh nee ibidipe pide eemadinte 354. 2 +7.4 

DS naatdivieenwidwact aig-ekebudetalaiamenaeemlelne 366. 6 +3.5 

DP hddcdivecankegthavevaveennunsbabehonenenne 381.6 +4.1 

a Sea epee nee nee e Terese teer retire tr ce os a3 +3.0 percent for 4 years. 
Pi cietntisatimeasosdng csseabeeneititbteheas® 412.4 +2.7 

Ist quarter: ! 
ho sipehcts cals onl dada wut einaseence ie ee () (?) 
Pe ecndna neues cud paras Chaban ceeeae () @) 


1 Seasonally adjusted annual rate. 
2 Not available. 


Source: Department of Commerce, 


Senator Lona. I asked for this in constant dollars because it seemed 
to me that would be about the only way to calculate it to gain some 
perspective of the point. 

I notice during the years 1940 through 1945, inclusive, there was a 
9 percent annual average increase in the gross national product; the 
greatest increase occurred during the aan war years. 

That tended to create great inflationary pressures, did it not? 

Secretary Humpnurey. | think—well, that is one of the things that 
occurred. 

Senator Lone. During the middle period, from 1946 through 1952, 
inclusive, there was a 1.9 percent average annual increase for those 7 
years. 
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And during the period 1953 through 1956, inclusive, there was 
a 3 percent annual average increase for those 4 years; and I believe 
that so far the average annual rate for 1956 and 1957 is running about 
2.7 percent. That is not shown in these figures you supplied me, but 
the figures I have available indicate that. 

Secretary Humpnurey. For 1956, this tabulation shows 2.7; ves, sir. 

Senator Lone. Yes, sir. 

Now, we did not have much choice about expanding our gross 
national product during those war years, and it was completely 
desirable, was it not? 

Secretary Humpurey. Oh, yes; I think so. 

Senator Lone. And when you expand at the rate of as much as 
15 percent, as we did in 1941, 12 percent in 1942, 11 percent in 1943, 
and 7.4 percent in 1944, that is so much greater than our average 
rate of national product expansion that it does place a great amount 
of pressure upon our industrial capacity, and those are inflationary 
pressures, are they not? 

Secretary Humpurey. They are inflationary pressures. 

Senator Lone. And against that, it was almost inescapable there 
would necessarily be a considerable amount of inflation. 

The 3 percent average from 1953 through 1956, plus the 2.7 increase 
most recently, does not create any such pressure upon our economy, 
certainly not to compare with a 9 percent increase pressure, does it? 

Secretary Humpnurey. I think that is right, but we had unused 
capacity right up to the war. 

Senator Lone. And, that being the case, it would indicate that 
during those war times , there was a very creat pressure upon our 
facilities to produce; there was a tremendous increase in national 
product which did impose a tremendous inflationary pressure. 

Here is a table which you supplied me with respect to civilian 
employment, and the annual increases during the years 1940 to 1957. 

I ask that this be put into the record at this point. 

Senator Kerr, Without objection, it may be inserted in the record. 

(The table referred to is as follows:) 


Civilian employment and annual increase, 1940-57 











Number 
| (thousands of | 
Period persons, 14 | Percentage change, year to year 
years of aze 
and over) 
Calendar years: | 

er een are ent ewetanduns aipinee= se Ae BOP yee ie 
2 EC ER Se eee = eee eee “ 50, 350 +6. 0 | 
be Ba nate or nee afar pbs. towntnas teen ese phn a ; |+2.2 percent average for 
aah aati hanibnanssenieveenaie 53, 969 —.9 {| ° years 
Sica dal Mieht eh Gokilntieue aiken > cecameie wae ae as 52, 820 —21)] 
a cs oles a Raniah ts eee seg eeaitin tbe el nad 55, 250 +4.6 
I tic ssalaa Atha hoabin shin acl i iccthne deinen aie aaa tae 58, 027 +5.0 | 

re Qo” € € | 
a ae eo fe a rx oe fo a ee aa ia rt |\4-2.2 percent average for 
ee ee Se Sots cus 59, 957 42:1 7 4 Foes: 
i dpikihaineiden mobil ts bots ale cbe bsbeeweke 61, 005 +1.7 | 
OTE on cs we ie siclcaehtatec inca acaba te ite ' 61, 293 +.5 

odand : 
ee ene rete en a ge ee ar roo = g || +1.5 percent average for 
ee ee se 63, 193 +3 2\f 4 years. 
RGR oie 215. nick sa nuked cnabekie 64, 979 2.8 | 

lst 5 months: 

SED insite vedi deco dacuebabbtesuddddshisetupe Gee Biecekiccdice 
SEN ie ail cemacdedndenapanhnen iin eaeee 64, 062 +.8 


1 On basis comparable with earlier years. 
Source: Department of Commerce. 
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Senator Lona. There again, we find there was an increase. 

Secretary Humpurey. | just haven’t that paper yet, Senator. We 
will have it in just a second. 

You go right ahead. 

Senator Lona. There was an average annual increase of 2.2 percent 
in civilian employment during the years 1940 through 1945—the 
computation I have had made is 2.5 percent—and in some years the 
increase was as much as 6.8 percent; and even that does not make 
allowance for the increase in working time. 

As you recall, there was a great amount of overtime employment 
during that period. 

Secretary HumpHrey. Well, vou see, we were going at that time 
right from a period of large unemployment into a period of substantial 
employment. If you go back to 1938 and 1939, there were between 
9 and 10 million unemployed, just prior to this time, and then as the 
war needs took effect 

Senator Lone. What would be the figure for 1940 for unemployed? 

Secretary Humpurey. That is right where the change began. 
Here are the unemployment figures: 

Beginning in 1938, it was 10.390 million; in 1939, it was 9.480 
million; in 1940, it was 8.120 million; in 1941, it was 5.560 million. 
It was going from a time of great unemployment which extended over 
a long period of time, to high employment during the war. 

Senator Lone. During the war years, even with those large in- 
creases in civilian employment, we were also recruiting a vast amount 
of our manpower in the armed services, were we not? 

Secretary Humpurey. That is right. 

Senator Lone. This wartime strain on the civilian labor force is 
just common knowledge, because you know as well as 1 do we were 
recruiting people from among housewives, old people 

Secretary Humpurey. Mothers. 

Senator Lone (continuing). Almost everyone we could find, and 
labor was extremely short. 

Secretary Humpurey. That is right. 

Senator Lona. In order to recruit labor during wartime, to get 
women to quit their homes and go to work, and to induce people who 
were not in the labor force to join the labor force while so many men 
were in the service, we had to pay to get those people to do it, unless 
we were going to recruit them the way of Stalin or Khrushchev, the 
way they go out and tell people, ‘You are it.” 

In order to pay people to do it in our American way, we had to 
increese our payrolls and our rates of pay by a considerable amount, 
did we not? 

Secretary Humpurey. That is right. 

Senator Lone. Do we have those pressures at the present time to 
contribute to inflation? 

Secretary Humpurey. Very much less. 

Senator Lona. In 1956 and 1957, we have been increasing civilian 
employment by about 1.5 percent as an annual average, and we have 
only about 3 million people in the armed services. There is not a 
great factor of overtime employment now. 

Would this not be just about within our average rate of expansion 
on an annual basis? 
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Seeretary Humpurey. The employment we have had during this 
period has been very high, I think perhaps higher than the average, 
but it is nothing like wartime pressures. 

Senator Lone. I asked for a statement of the Federal budget 
position for the fiscal years 1940 through 1958. You have supplied 
me with that, but 1 wanted those figures computed on the basis of 
constant dollars because I thought this would enable us better to 
analyze inflationary pressures. 

You have supplied me with the Federal budget position based on, 
not what 1 would call constant dollars, because that calculation was 
not made by you except with regard to the purchase of Federal goods 
and services, but you have supplied me with the calculation based on 
current dollars and I have that table here and will ask that it be put 
into the record at this point. 

Senator Kerr. Without objection, that may be done. 

(The table referred to is as follows:) 


Federal budget position, fiscal years 1940-58 
[In billions of dollars] 





Net Budget: | Surplus (+) Net Budget. |Surplus(+) 

Fiscal year budget | expend- or Fiscal year budget | expend- or 

receipts itures deficit (—) receipts itures | deficit (—) 

Actual Actual—Con. 

i ccctinnli-nate 5.1 9.1 | —3.9 1950........ 36.5 39.6 —3.1 
Beaded Sede 7.1 13.3 —6.2 1951 47.6 4.1 +3.5 
BR Aiinaem 12.6 34.0 —21.5 1952 61.4 65. 4 —4,0 
cate eicande 22.0 79.4 —57.4 ae 64.8 74.3 —9.4 
i cecnncghtienes 43.6 95.1 —51.4 1954 64.7 67.8 —3.1 
enamel 44.5 98.4 —53.9 1955 a 60.4 64.6 —4.2 
ea 39.8 60.4 —20.7 eae 68. 2 66.5 +1.6 
a 39.8 39.0 +.8 || Estimated 
Ec steaniacansxs 41.5 33.1 +8.4 pA. 70.6 68.9 +1.7 
Wha ccickuabe 37.7 39.5 —1.8 eee 73.6 71.8 +1.8 


Senator Lone. I notice that during the war years there were tre- 
mendous deficits. 

For example, in 1942, the deficit was $21.5 billion. In 1943, the 
deficit was $57 billion. These deficits are expressed in current dollars. 

Do you believe that we could have avoided those deficits? 

Secretary Humpurey. Well, I am not in any position to say, Senator. 
We had a war on our hands, and we had to prepare for war, and I am 
not in any position to say that it was well done or poorly done. We 
did what we thought was required, and we were all working at it. 

Senator Lone. Well, it occurrs to me we might have been able to 
do it a little more efficiently. I saw some evidence of waste where I 
was, and perhaps you did where you were. But in time of war, I do 
not think we were going to try to save a few nickels if it might reduce 
our fighting capacity. 

Secretary Humpurey. That is right. And while I think you saw 
some waste and I saw some, and probably everybody else did, maybe 
a few days’ extra speed was worth it. 

Senator Lona. We had some pretty good people who made a 
record, and have gone ahead since that time, who did whet they could, 
I am sure, to keep the costs down. I think Mr. Knudson, of General 
Motors, did, and I am sure General Eisenhower did all he could over 
in Europe to hold the costs down, and General MacArthur did what 
he could in the Pacific. 
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But with a budget deficit running $21.5 billion in 1942, and $57 
billion in 1943, in current dollars, if you adjusted those figures to uni- 
form 1956 dollars, a $57 billion deficit as of 1943 would compare to a 
deficit of almost $100 billion now, would it not? 

Secretary Humpurey. Well, perhaps it would. 

Senator Lone. And the same thing would be true, to a lesser degree, 
of the $51 billion deficit in current dollars in 1944? 

Secretary Humpurey. Well now, wait a minute. I do not think it 
would be as much as that, quite, but it might be a substantial increase. 

Senator Lona. Well, it would certainly be at least 50 percent more, 
expressed in uniform 1956 dollars. 

Secretary Humpnrey. The 1944 budget dollar 

Senator Lona. The dollar was estimated at about a 75-cent dollar, 
about an 80-cent dollar in 1940 by the chart Senator Williams put into 
the record, compared to a 50-cent dollar now. 

Secretary Humpnrey. Well, your 2 big years are 1944 and 1945, 
and the dollar was a 77-cent dollar then, as compared with a 50-cent 
dollar now. That is a one-third shrinkage. 

Senator Lone. Yes. 

Secretary HumpHrey. So you perhaps could increase this by a half. 

Senator Lona. No. If the dollar shrunk one-third from 1944-45 
to now, the dollars spent in 1944-55 must be increased 50 percent to 
translate them into 1956 dollars. 

Secretary Humpurey. [| would guess it would be about a half upon 
that basis. 

Senator Lone. The computations I have had made, expressed in 
uniform 1956 dollars, come to a deficit of about $39 billion in 1942, 
about $97 billion in 1943, about $85.5 billion in 1944, and about $90.6 
billion in 1945. Perhaps your people can give you some suggestions 
as to making a computation. 

Secretary Humpurey. I do not believe we can make a calculation 
without a terrific amount of work, because, you see, you have to 
readjust all your revenues on a new base and everything else. We 
can give you, as we did on the following table, the cost of goods on a 
level-dollar basis. 

Senator Lona. Here is what I was thinking 

Secretary HumpHrey. But to make up a budee on a level-dollar 
basis, if we went into that, and to get one which is anywhere near 
right is a terrific job. 

Senator Lona. What I was attempting to do was just to gain some 
perspective about this matter, and it seems to me about the best way 
to do it would be to say what was the deficit in dollars at that time 
in current dollars, and then to translate it into 1956 dollars for pur- 
poses of comparison. In terms of 1956 dollars, as I have had it 
Le the average annual deficit, 1943-45, was well over $90 

illion. 

Secretary Humpurey. That would not be right. 

Senator Lone. How far wrong would you guess it to be? 

Senator Humpnrey. If you would do it on this rule-of-thumb 
basis, you would increase it about a half. But I do not know whether 
that would take into account all of these other calculations which you 
have to make. It is a very complicated thing, Senator, when you 
start to get into it. 

We tried, and it got awfully complicated. 
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Senator Lone. Well, one of the purposes 

Secretary Humpnurey. I do not believe there is a quick way to do it. 

Senator Lone. On your subsequent table, just on the purchases 
of services and goods alone, you estimated, in terms of 1956 prices, that 
the purchases would have amounted to $131.4 billion in 1943, and that 
did not include a great number of Government services. It did not 
include interest on the debt, veterans’ benefits, and public assistance, 
and various other things. 

We were paying less than half the cost of the war during that time 
out of current taxation, were we not, somewhere in that vicinity, and 
the balance by borrowing? 

Secretary Humpuney. I think that is about right during the last 
years of the war. 

Senator Lone. But the precise amount is not too important to the 
question I have in mind, because here is the point I am thinking of: 
Even a deficit of $57 billion in 1943 in 1943 dollars was a deficit of 
enormous size, contrasted with a small surplus now. Even if you 
used your one-third calculation, you would get a 1943 deficit of about 
$76 billion in 1943 in 1956 dollars. Actually, the correct adjustment 
lifts the $57 billion to $97 billion, as I have had it computed. 

Secretary Humpurey. I just do not know for sure about that, 
because, you see, you have your income also affected, as well as your 
expenses—I do not think you just pick out one figure and apply a 
ratio to a single figure. You have got to apply your ratios to every- 
thing. 

Senator Lona. Might I suggest, Mr. Secretary, that you——— 

Secretary Humpurey. I really do not think, Senator, that I could 
give you any quick figure here which is any good. We looked it over. 
And if you just adjust one set of figures, it leaves out entirely the 
calculation of the other set of figures. 

So you have to go through and adjust it all, and that is a terrific job. 

Senator Lona. Well, it does not make too much difference to me 
how you calculate it, because I do not think your answer is going to 
be too far different, whether you attempt to go through and take every 
item, one by one, or whether you just say the pure hasing power of the 
dollar declined a certain percentage, and you multiply by your ratio. 
To me, it does not make too much difference. I just want to gain 
some perspective of the matter. 

Secretary Humpurey. But you cannot take a net figure and multiply 
that by the ratio without adjusting both sides. You have got to ad- 
just both revenues and expenditures, and I am not sure but what you 
would come out pretty near the same place. 

Senator Lona. Well, if you take—— 

Secretary Humphrey. You cannot just adjust the cost side and leave 
the revenue side out. You have got to adjust them both. And if 
you adjust them both, I am not sure you will not come out in the 
same position. 

Senator Lona. As a man who did not have a doctor of philosophy in 
economics, I would start out by taking our revenues in a war year, 
and subtract that figure from our expenditures, and then attempt to 
translate the deficit into 1956 dollars. This method does take account 
of what you call both sides. If the expenditure and revenue sides 
were adjusted separately, subtraction would give the same figure as 
merely adjusting the deficit. That is what I was trying to drive at, 
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to see, first, how much we went into the red in those war years, and 
then to calculate from that how much of a deficit that would have 
been based on uniform 1956 dollars, thus making the comparisons 
more meaningful by adjusting for price change. 

Secretary Humpnrey. Well, it is a very tricky calculation, and I 
cannot do it. You can’t just take the revenues the way they are 
published. Maybe you can, but I cannot. We tried, and we could 
not get anything which we thought was satisfactory. 

Senator Lone. Well, would you, then, supply me, with regard to 
the subsequent table you have here, where you show the Federal 
Government purchases of goods and services in 1956 dollars, with the 
Government income during those years, to correlate with those 
calendar years, and would you supply me, in terms of current dollars, 
with the amounts which were spent on the items which were not 
included, which would be interest on the public debt, veterans’ 
benefits, public assistance, and so forth? 

Those figures should be available. 

Mr. Mayo. In current dollars? 

Senator Long. In terms of current dollars, as of that time. 

Secretary Humpurey. What do we do? Do we use the tax rates 
in effect at that time, or the tax rates in effect at this time? 

Senator Lona. The tax rates as of that time. What I am attempt- 
ing to arrive at, Mr. Secretary, is a calculation, for purposes of per- 
spective, to see what the inflationary pressures were as of that time 
compared to now. I would like to arrive at the deficit during those 
years in terms of 1956 dollars, so we could have better indication as 
to what the inflationary pressures were as of that time. 

Secretary Humpnrey. We will see what we can do, but I—— 

Senator Lone. The question I was getting to is, looking at a $57 
billion deficit in 1943 in terms of the then dollars, which would be a 
far greater deficit in terms of 1956 dollars, and similarly as to the 
$51 billion deficit in 1944, the $53.9 billion deficit in 1949 

Secretary Humpnrey. 1945. 

Senator Lona. 1945, pardon me—certainly we would both agree 
that those created tremendous inflationary pressures. 

Secretary Humpnrey. I think that is right. 

Senator Lone. Now, compared to that, in 1956 and 1957 to date, 
the Government does not have a deficit; it has a surplus. 

Secretary Humpnrey. That is right. 

Senator Lone. Do we, then, have anything like even the beginnin 
of the pressure of deficit financing to compare to anything we had 
during those wartime years? 

Secretary Humpnrey. No, sir. It is in very much better control 
now than it was then. 

Senator Lona. In fact 

Secretary Humpnrey. It is in better control now, Senator, than it 
has been for many years, wartime and no wartime. You go back a 
long time to get it in as good control as it is today. 

Senator Lone. Here is your statement of the Federal Government 
purchases of goods and services. I would suggest putting those in the 
record at this point, even though I would like to have the additional 
calculations to give the whole picture. 

Senator Kerr. Without objection, that may be done. 

(The table referred to is as follows:) 
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Federal Government purchases of goods and services, in 1956 prices, and annual 
changes, 1940-57 


{In billions of dollars} 








Period Amount Change, year to year 
Sate tahenanaaeaaindeiaeieataeecephteneniteb dination ceciflnetbncttacaenti lh nelllleniiieeteiergeilmninrennit tieansndhineniontesrvtipenneiannas 
Calendar years: 
ea on ed tebanknognuais an ee ee ahah 
indie biked ceacoce hadteichiek tock égiao owl 33. 3 +18.1 | 
a traning nding 90.9 +57. 6 
131. 4 +40. 5 |}+21.6 average for 5 years 
147.2 +15.8 | 
123.1 | —24.1 
. 30. 1 —93. 0 
; 21.0 —9.1 | 
27.3 +6.3 | 
i 31.6 +4.3 |}—9.3 average for 7 years. 
ee eee amar dnahudtenmea 26.7 —4.9 
I a ee Sie cue hooethabane 44.2 +17.5 
Ea orn naga nineties 58.1 +13.9 
abd chbdbsetih candied sibbanedsodenwdedes 64.9 +6.8 | 
no — — 
9 ere err net ertpge esas esha hes hhaanwsibeads es eS |}—2.8 average for 4 years. 
TN a cand bonwbesaem 47.0 —1.3 | 
lst quarter: ! | 
shri dddadalceiehhgaaMeubiaatns inblibehautoteisaid atin (2) () 
eek nsidhiateecienii tla sdis Min cnatnsniienncunshtanebinis (2) (2) 


' Seasonally adjusted annual rate. 
2 Not available. 


Source: U. S. Department of Commerce. 


(The additional material previously referred to follows:) 


It is not possible to take the Federal deficit in current dollars and convert it 
directly to dollars of constant purchasing power, and get an answer that has 
any real meaning. The only way to approach the problem of what the Federal 
budget surplus or deficit would have been under the theoretical condition of 
constant dollar purchasing power would be to pick a base—say 1956 dollars— 
then work out independently both budget expenditures and budget receipts in 
constant prices, and then subtract receipts from expenditures. It is possible to 
work out figures on budget expenditures on a constant dollar basis, although it 
would take considerable time since no official figures have ever been developed. 
In attempting to convert budget receipts to a constant dollar basis, however, a 
great many new problems would enter the calculations. 

Federal Government revenue cannot be converted to constant dollars for a 
period of years by a simple adjustment for changes in the purchasing power of 
the dollar. This is true both for total receipts and for receipts from the separate 
tax sources. In the case of the most important receipts source—the individual 
income tax—the deduction for personal exemptions, as a dollar amount fixed 
by statute, would be a very large constant figure unaffected by price changes. 
Of even more importance, the progressive rate structure would preclude any 
simple price adjustment. As an example, in 1944 a married man with three 
dependents, earning $5,000 would have paid $630 in Federal income tax. Con- 
verted to 1956 dollars, his income for 1944 would have been $7,900. Since the 
increase in overall prices was 58 percent, his income tax, however, would be up 
111 percent, instead of 58 percent, because the tax would have risen to $1,330 
as a result of applying 1944 tax rates and exemptions to the higher income. 
An attempt to convert the 1944 income tax receipts to the 1956 price level by 
assuming that the increase would equal the price rise of 58 percent would thus 
be very misleading. 

Serious problems would also oceur in the case of the corporation income tax, 
particularly in the area of fixed costs, such as depreciation. Several of the 
most important excise taxes, notably on liquor and tobacco, are specific taxes 
(per gallon, per unit, etc.) and the revenues are not directly affected by price 
changes. For the foregoing reasons we are unable to supply the requested 
calculations. 


Senator Lona. And here is the statement which you supplied me, 
of the private money supply and the annual change, 1940 to 1957. 
I will ask that this be put into the record at this point. 
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(The table referred to is as follows:) 


Private money supply ! and annual change, 1940-57 
[In billions of dollars} 





Period Amount Change, year to year 
WUE Vota boaaaieteeds: | 
48.6 +6.3 
62.9 +14.3 
79.6 +16.7 |}+12. 0 average for 5 years. 
90. 4 +10.8 
102.3 +11.9 
110.0 +7.7 
113. 6 +3.6 
111.5 —2.1 
111.7 +.2 |)+-3.8 average for 7 years. 
118.2 +6.5 
124.4 +6. 2 
129.0 +4. 6 
131.1 +2.1 
—s tee +-2.6 average for 4 years. 
139. 3 +1.6 
 iiadcsc ncaa 
134.7 +1.6 





1 Demand ooo adjusted and currency outside banks. 
2 The end of December figures are seasonally the highest of the year. 


Source: Federal Reserve Board. 


Senator Lona. We find that there was a tremendous increase in 
the money supply during wartime. This was in current dollars, year 


by year. 

The increase in money supply, for example, was $6 billion in 1941; 
in 1942, it was $14.3 billion; in 1943, it increased by $16.7 billion; 
1944, it increased by $10.8 billion; 1945, by $11.9 billion. 

Such huge increases in the money supply probably did create still 
additional inflationary pressures, csaiinilene when compared to the 
much smaller amount of money supply that existed as of that time. 
How would you 

Secretary Humpnrey. If we had gone on in the way we were going, 
and I am not saying there is any occasion for it, but if we had con- 
tinued, as you have indicated, at the rate we were going, this country 
would have been just like some of these other countries; our dollar 
would have been practically worthless. We would have had a terrible 
catastrophe in America. 

Senator Lona. Yes. 

Secretary Humpurey. There is no doubt but what inflationary 
pressures have been very greatly reduced. 

Senator Lona. There was an average annual increase of $12 billion 
during those war years in the money supply. 

Without allowing for the difference in the value of money as of 
today, during the period 1953 through 1956 there was an average 
annual increase of only $2.6 billion in the money supply. In other 
words, the increase was about one-fifth as much during these more 
recent years as it was during those war years. 

Secretary Humrpnrey. It has been a great stabilizing influence. 

Senator Lone. That would also indicate much less inflationary 
pressure from the increases in money supply during these recent years 
than during the war years? 
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Secretary Humpurey. The inflationary pressures have been very 
greatly reduced, and we have had a much more stable condition. 

Senator Lone. The next item you supplied me with is a statement 
of the Consumer Price Index, and the annual changes, 1940 to 1957. 
I notice, during the war years 1941 through 1945, the aver ‘age increase 
was 3 points, or 5.2 percent, during those 5 years. It was 5.2 points, 
or a 5.8-percent increase, during the 7 succeeding years, and it was 
0.7 point, or 0.6 of 1 percent, as an average for the 4 years 1953 
through 1956, and it was about 1.5 percent in 1956, and May 1957 
indicates about 3.6 percent above May 1956. 

It looks like it might be growing somewhat more rapidly during the 
last month or so. 

(The table referred to follows:) 


Consumer Price Index, and annual change, 1940-5? 


| Change, year to year 








Period Index vei ed Ae 2 Ma 
(1947-49= 100) 
Points Percent 

Calendar years: 
laa a alate atid canes dealt idem aie UE Bn ncaadiee cele 
NT iat nist ateeabi spain eikiuhl nnimammaiaemnsion 62.9 +3.0 +5.0 
Pe isiwiitea cs iccdadk Welcisidl leeihhiown Gp weitciitalhaibtes ated. 69.7 +6.8 +10.8 || +3.4 points or 5.2 percent, 
a a 74.0 +4.3 +6. 2 average for 5 years. 
iscsi cee ieee et it ln sdees tah eitedeeliabonds width 75.2 +1.2 +1.6 
NEL ibid putts Missi bccetld cmadeucamsaie 76.9 +1.7 +2.3 
iT 83.4 +6. 5 +8. 5 | 
ES TEES. FPS ESSA BORE Sear oe 95. 5 +12.1 +14. 5 | 
a PES PES PE tar steer ey -es oe rig +76 Hy 5.2 points or ae 8 percent 
ee ee eo 102.8 +10] +1.0 |{ average for 7 years. 
it ria a Bi 111.0 +8. 2 +8. 0 
Ed cite ddiecidepbunddtlinwbtwndbawts 113.5 +2. 5 +2.3 
| IRS EE eee 114.4 +0.9 +0.8 | 
Ee he aoe ee eee 114.8 +0.4 +0.3 || +0.7 point or 0.6 percent 
SR os cote cnx dees ete Dee 114.5 —0.3 —0.3 average for 4 years, 
tanec Rr a 116. 2 +1.7 +1.5 

May: 





Source: Dens of Labor. 


Secretary Humpurey. Well, that is not just for the month. That 
is for the period May to May, for 12 months. But it has gone much 
more rapidly in this last 12 months than it had for the preceding 4 
years. 

In the preceding 4 years, we had a very stable situation. The 
economy was on a very stable basis, one of the most stable bases we 
have had for many years, and it lasted over that 4-year period. 

Within the last 12 months, we have had this move upward that we 
talked about the other day. 

Senator Lona. Here is the question that occurs to me: If you com- 
pare the war years, where you had this tremendous increase in the 
money supply, in the amount of civilian employment and production, 
and because of the war tremendous increases in expenditures and 
enormous Government deficits—and I do not know how you could 
have avoided them—if you compare these war years with the absence 
of any comparable inflationary pressures in the most recent years, 
how can you account for a 3.6 percent | increase in the cost of living 
this’ last year as compared with only 5.2 percent increase during war 
time when you had all of these tremendous inflationary pressures? 











he 


ent, 


cent 


cent 


ym- 
the 
on, 
und 
uld 
nce 
urs, 
ing 
var 





FINANCIAL CONDITION OF THE UNITED STATES 339 


Secretary Humpurey. Well, I think I answered that as best I could 
the other day when I read into the record a very complete statement 
as to just why | thought it had occurred. 

Senator Lone. Can you give me, in general terms, why it has 
occurred? 

Secretary Humpnurey. Senator, I can go right back to that. That 
is all set out in great detail, in answer to Senator Kerr, and I can read 
it again if you would like, but that is the answer. 

Senator Lone. Could you summarize it? 

Secretary Humpurey. I do not think so. I think that it takes a 
full explanation. You just cannot say it in a word. I was very 
careful to try to get it exactly as | thought it was, and I gave it. 

Senator Lone. Well, would you regard keeping consumer price in- 
flation at the 5.2 percent annual average level dur:nz those 5 war 
years as being a good record, as against all the many inflationary 
pressures that existed as of that time? 

Secretary Humpurey. Well, frankly, I do not think I am in position 
to answer that. I do not see any reason to criticize it or comment on 
it, frankly. 

Senator Lona. If you do not have any suggestions as to how it 
might have been improved upon 

Secretary Humpurey. Well, you cannot go back. It is a fact that 
that is what happened. It occurred. You know exactly what the 
facts are, and there they are. ‘There is nothing you or I can do about 
them. ‘They are there, and I do not think that it gets us anyplace 
to go over it. 

Senator Lona. Viewing all of your discussion of the inflation that 
occurred during the war period, 1 do not see why we had all this 
discussion if it is not to be enlightening to some extent, or if there 
is nothing we can learn from this period, or if you cannot find anything 
that was wrong or that you think should have been changed or 
different. I would like to have your advice as to how you think those 
years might have been improved upon. 

I was not a part of the Government. I do not think vou were, either. 
We were doing the best we could in other capacities. 

Secretary Humpurey. That was a war period, and I do not see a 
thing to be gained, Senator, by you and I sitting here discussing 
what might or might not have been done during the war. 

Senator Lone. ‘Then why did you 

Secretary Humpurey. I frankly do not know about it. 

Senator Lona. Why did you make considerable reference to those 
years in your opening statement? 

Secretary Humpnurey. I stated facts. I stated the facts just as 
you have. 

Senator Lone. Well, in stating those facts, you do not offer any 
criticism as to how it might have been different or how it might have 
been otherwise? 

Secretary Humpnrey. Not at all. I am simply reciting the facts 
as they occurred. I see no point in criticizing it or commending it, 
eitherone. Itisa fact, and we stated the facts to have them in review. 

Senator Lona. It does seem to me, when you review the inflation 
that occurred during wartime, with great inflationary pressures, 
without saying that anything different could have been done then, 
you shed no light on why we have had a 3.6 percent inflation during 
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the past 12 months. We have no Government deficit, we have no 
genuine pressure on the labor force, we have no great increase in the 
money supply. What do you think is causing all this inflation we 
are having now? 

Secretary Humpnrey. I answered you that just a minute ago. 

Senator Lona. It is not—could it be an increase in the money 
supply? Certainly, there has been only a very small increase, com- 
pared to some we have seen in the past. Could that be it? 

Secretary Humpurey. Why no, Senator, I answered just a minute 
ago, and I will be very glad to go through it again if you would like 
to have me. It is right here, and I can read it right over again. 

Senator Lone. Would you just tell us what are the highlights of 
that as to why we are having this great pressure now? 

Secretary Humpurey. I will read it all. 

Senator Lone. This inflation 

Secretary Humpurey. I will be glad to read it all and then you can 
select what you think is desirable. 

Senator Lone. Why do you not read it for your own benefit and 
lift out what you think would be enlightening. It seems to me it 
is not necessary to read that statement if you have it.before in the 
record. 

Secretary Humpnurey. Senator, I think I gave you a careful analysis 
of what I believed was the situation. I did the very best I could. 
I will be glad to do it over again, but that is my analysis of what | 
think is the situation today, and I do not care to do it any other way, 
except to state it the way I believe it is, in full text. 

Senator Lone. Well, would you pass me that statement and I will 
just take a brief look at it. If it has been read for the record, I was 
not here. 

Secretary Humpurey. Yes, it is all in the record. 

Senator Lona. I would not like to fill the record up with it again. 

Based on this statement here, if I understand this statement, you 
believe that most of these increases, most of these inflationary pres- 
sures, seem to be related to the demand for durable goods and indus- 
trial expansion? 

Secretary Humpurey. That is the way it began. 

Senator Lona. Do you believe that the increase in interest rates is 
contributing to holding down prices on industrial expansion? 

Secretary Humpurey. I believe it is helping; yes, sir. 

Senator Lona. In what industry do you believe that—and I take 
it that you believe it is desirable to postpone at this time further in- 
vestments or expanded investments in plant machinery, equipment, 
and other durable goods? 

Secretary Humpnrey. Just some of it, there is some postponing. 

Senator Lone. Do you think industry is postponing some of these 
plans? 

Secretary Humrurey. I think some industries are postponing, 
definitely. 

Senator Lona. In the main, which ones? 

Secretary Humpurey. Well, in the main I think the most obvious 
one is machine tools. 

Senator Lone. Nevertheless, we do have larger expansion plans 
going on in most of the industries, in a great number of them, do we 
not? 
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Secretary Humpurey. We have large expansion plans that are in 
course, now. 

Senator Lona. I believe that the information that I want on that 
subject is more detailed in the questions that I supplied you in the 
beginning, and, therefore, we can look at that when those calculations 
are prepared. 

Secretary Humpurey. Thank you, Senator. 

Senator Lone. Now, with regard to the cost of housing, is that not 
increased by an increase in interest rates? 

Secretary Humpurey. Yes, I think it is increased somewhat by 
interest rates. 

Senator Lona. I do not know how you calculate it, Mr. Secretary, 

I have got just a rough approximation that | made during an examina- 
tion of it here the other day on the increase in costs in interest rates on 
housing. 
In the prepared questions that I have handed you there, I have 
asked for the average increase in housing, in interest on housing loans, 
but I do believe I have a calculation here of about what the aincenns 
is in interest rates on houses which I will find in just a moment. 

I calculated, Mr. Secretary, just the difference, for example, on a 
20-year mortgage between a 4-percent mortgage and a 5-percent 
mortgage, and the difference in mortgage costs would be $1,294.91 
on a 20-year mortgage. Now, that is a difference of about, well, it 
amounts to about 12 percent of the original investment by the time 
it is paid out. 

Now, the same thing on a 25-year mortgage for $10,000 would be 
$1,694, and if we had one of these long-term veterans’ type mortgages, 
the difference would be $2,249.78. 

Do you believe that the increase in financing on housing has in- 
creased as much as 1 percent? 

Secretary HumpHrey. You mean from 4 to 5 percent? 

Senator Lone. As much as 1 percent, let us say, from 1950 to the 
present time. 

Secretary Humpurey. Well, I think I had better check it. I cannot 
tell you whether it has or not. That is in part of your questions you 
asked here. 

Senator Lone. Yes; I have asked that, and I believe it is necessary 
for the record. 

Secretary Humpurey. I think we had better get the answers to 
those questions and we will do that. I cannot tell you right off the bat. 

Senator Lona. Now, assuming there is that much difference—and 
I know it is as much as 1 percent different in Louisiana, where I 
am trying to do some financing myself right now; I am in process 
of buying another home and I am paying at least 1 percent more 
than I was paying some time ago—for a man buying a $20,000 home, 
he could be paying as much as $4,000 extra by the time he paid off 
the mortgage. Of course, in a short term, a shorter term, let us say 
for a 20-year mortgage, he could be paying as much as $2,500 more, 
and that is not too big a house that you get for $20,000. 

That is a very serious matter, it would seem to me, for a person 
buying a home. Do you find it that way? 

Secretary Humpurey. I suppose that is about $10 a month on a 
$20,000 house. 

Senator Lona. Well, by the time you pay the—— 
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Secretary Humpurey. On the other hand, Senator if that helps 
to hold down the other costs of the home, the other costs of the home 
which are so much greater than the interest costs; if the interest cost 
helps to hold it down, I think it is very worthwhile. 

Senator Lona. Do you think the higher interest costs are going to 
hold down the cost of labor? Is not labor going to bargain for an 
increase every year and try to get a better working contract if it can? 

Secretary Humpurey. I think that higher interest costs tend to 
level the whole thing out, and I think it affects all costs over a period of 
time. 

Senator Lona. I would like for you to explain to me how is a 
higher interest cost going to cause a laboring man to ask for less wages? 
Secretary Humpurey. Well, as the whole thing levels out, as your 
whole industry levels out, I think you will find that that is the 
way it will work. It always has worked that way, and I believe over 
a period that it will again. 
Senator Lone. It seems to me, Mr. Secretary, if I were a laboring 
man—suppose I was doing what the junior Senator from Louisiana ; 
right now is doing, trying to buy my wife a larger home, and I proceed 
' 





Ij to sell the house | have got and buy a larger house, but in doing so, I 
have got to pay about an extra $10 a month in rent, that is, in interest 
charges on that home. ‘Then would that make me ask for a lesser 


wage increase because then [ was having to pay more of my paycheck 
on interest on that home? 


} 

. It would seem to me I would be demanding more. 

1 Secretary Humpnrey. Not right at the moment, but over a period, 

i as the whole thing levels out, all your costs will begin to level out. 

1 It will help to level them out. 

8 Senator Lone. Well, now—— 

i Secretary Humpurey. It would not do it all alone. 
} Senator Lone. As far as that laboring man bargaining for the wage, : 
if he is going to ask more if he is having to pay a higher interest on his ) 
) own home, he is going to want more wages to build someone else’s 
i home, is he not? 
Secretary Humpurey. It will depend pretty largely on what the 
i other costs of the home are, what amount they have gone up, and how 
much the other costs keep within reasonable bounds. 


Senator Lona. Let us take the materials that go into that home. 
If the man who is cutting that lumber and timber 1s having to borrow 
some money to stay in business, as most of these fairly small concerns 
do, is he not going to try to pass along that increased interest charge 
in the price of his product? 

Secretary Humpurey. Yes. And to that extent, as I said the other 
day, to that extent the interest is inflationary. On the other hand, 
if there is less demand for his lumber and the lumber sales are strung 
i out and there is less demand for lumber, it will tend to stabilize the 
selling price of his lumber and it will tend to keep the lumber from ris- 
ing in price. If the lumber does not rise in price, it will tend to keep 
the whole thing steady and will decrease the cost of his house. 

Senator Lona. He is certainly going to try to pass that along, is 
he not? 

Secretary Humpurey. That will all tend to level out, and interest 
is relatively so small a part of the total, as I pointed out, that the 
difference if you can save $50 in the cost of the lumber and it costs 
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you $3 or $2 in the cost of the interest to do it, why, I think it is well 
worthwhile. 

Senator Lona. Is it desirable that we reduce the number of houses 
built? And if I understand correctly, you say to reduce the demand 
for his lumber you have got to cut back on housing construction, have 
you not? 

Secretary Humpurey. That is right, that is what is happening. 

Senator Lone. Do you think that that is desirable, to cut down on 
housing construction? 

Secretary Humpnrey. I do. I think it is far better to have more 
houses available at le prices than to have the price go through 
the roof so nobody can buy a house. 

Senator Lone. Do you have any indication to tell us that houses 
are costing less because less of them are being constructed? 

Secretary Humpurey. | think they are costing less than they would 
have cost if you just let it go, yes, sir. I think if you let all of the 
demand for housing come on, | think you will further push up the 
price of the house and the price of the housing will go up much faster 
than the price of the interest. So you will be w ay ahead as compared 
to the price of the house and the price of the interest. 

Senator Lone. Do vou feel, with a decrease in housing starts, with 
the housing industry starting 21 percent less than it did a short time 
ago, that an increase in housing starts would be inflationary? 

Secretary Humpurey. What do you mean, what increase? 

Senator Lone. I mean according to your statement here, your 
housing starts are down about 21 percent over what they were a short 
time ago. 

Secretary Humpurey. Do you mean if we were building 1,500,000 
houses instead of a million? If we were building 1,500,000 houses 
this year instead of a million? 

Senator Lona. I think it is 900,000 as against 1.3 million some time 
ago, and that would be about 21 percent. less than the figures to 
which you had previously referred. 

Secretarv Humpurey. Thatis right. If we were trying to build 3.3 
million houses right now, as well as the other things we are doing in 
this country today, I think it would be very inflationary. It would 
be another thing to add to the inflation, and it would add to the cost 
of vour house. 

Senator Lone. Suppose we do not go that far in one step. We 
are 21 percent below what we were doing a few years ago in terms of 
housing. Suppose we took up half of that slac ‘k, and ine reased housing 
starts by about 10 percent, and that lower interest charges were part 
of that picture. Would you regard it as being inflationary that we 
just went and moved 10 percent back up toward what we were achiev- 
ing some time ago? 

Secretary Humpurey. Nobody can tell you, Senator, which straw 
it is that breaks the camel’s back. You can keep putting a straw on 
at a time until finally the back breaks and nobedy can tell you which 
straw it was, whether it was the first one or the last one. So that I 
cannot tell you at exactly what point—and you cannot, either, and 
nobody can—at exactly what point you get this added pressure. But 
I am sure, very sure, that if you attempt to, if you want to illustrate it, 
if you attempt to double or if you attempt to increase by 50 percent 
the amount of housing that we are building, you would increase the 
cost of houses, and you would increase them very substantially. 
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Senator Lone. You say if I attempted to increase double or by 
50 percent, but if we increased by only 10 percent the number of 
housing starts, and mind you, we would still be far below the capacity 
to which you referred 

Secretary Humpnurey. Well, I cannot tell you, Senator. 

Senator Lone. Would that be inflationary? 

Secretary Humpnrey. I cannot tell you which straw breaks the 
camel’s back. If we went back to where we were 2 years ago, to 
the number of starts we had 2 years ago, I feel very sure it would be 
inflationary and it would cause increases under present conditions. 

Senator Lone. Well, do you agree with those who say the housing 
industry is a depressed industry as of this moment? 

Secretary Humpnrey. I do not think it is particularly depressed. 

Senator Lone. They could certainly build more. 

Secretary Humpurey. They could build more houses if they were 
not doing something else. 

Senator Lone. Would you agree that it is a depressed industry in 
a number of areas? 

Secretary Humpurey. Well, 1donot know. I donot know whether 
there are areas where they are depressed or not. 

Senator Lone. Because some of my builders contend it has fallen 
off tremendously. 

Secretary Humpurey. I know as I go around the country I see an 
awful lot of new houses and a million new houses is a lot of houses. 

Secretary Lona. Mr. Secretary, you are referring to 900,000 housing 
starts as a good housing record? 

Secretary Humpnrey. It is 990,000, which is, in round figures, a 
million. 

Senator Lone. Compared to your reference to 1.3 million housing 
starts a short time ago—I guess that was about 1952 or 1953—and 
you also made reference, quite correctly, to the fact that we should 
have an expanding economy. In other words, our labor force is in- 
creasing by about 1.5 percent a year, and our economy is growing 
at the rate of 2.7 for this year—I think a 40-year average would be 
3 percent. In a properly expanding economy, should not housing 
starts be up at least by 11 percent a year? 

Secretary Humpurey. Well, of course—— 

Senator Lone. Would not it indicate that as far as the housing 
industry is concerned, it should not be at all inflationary just to take 
up the slack that has been lost during the last 4 years? 

Secretary Humpurey. They do not go just year by year. These 
things average out. You go more one year and less another, and over 
a period you average out into a general increase, but it does not always 
go up every year. 

Senator Lona. Let us talk about the rent situation for a moment 
because that is an item which has increased in recent times. 

Would you regard the interest cost of money as being one of the 
landlord’s principal costs? 

Secretary Humpurey. Well, I do not know. I suppose it varies 
with different landlords. 

Senator Lona. My impression on some of these long-term mortgages 
is that the mortgage payment is exceeding the payment of the princi- 
pal. Certainly if you string it out to a 30-year mortgage of 5 percent 
or more, it works out that way. The interest charge actually exceeds 
the payment on principal over a period of 30 years. 
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Now, 54-percent money is not at all unusual in Louisiana, in fact, 
some folks are having to bid 6 percent for it; and I assume it is that 
way in other parts of the country. When those interest charges 
increase, does not that increase the price that the landlord is compelled 
to charge for rent? 

Secretary Humpurey. Yes. 

Senator Lona. To the extent that it does, it is inflationary, is it not? 

Secretary Humpurey. If it is done to excess, I think that would be 
true. 

Senator Lona. If it is done at all, is it not inflationary? 

Secretary Humpurey. No. 

Senator Lona. It is part of corporate giving? 

Secretary Humpurey. No. I do not believe, if it is done at all—— 

Senator Lone. Well, you were referring 

Secretary Humpurey. These things have got to balance out. 

Senator Lone. You were referring to a house where the increased 
charge increased $10 a month on a $10,000 house. [If it is an apart- 
ment, the unit cost of which is $10,000, would not that $10 a month 
increase the man’s cost of living just as much? 

Secretary Humpurey. Yes, sir; I thought we figured $10 on a 
$20,000 house a few moments ago. 

Senator Lona. As any other item he has to pay? 

Secretary Humpurey. Any other $10 item. 

Senator Lona. And would not the landlord feel compelled to raise 
his rent in order to catch back the additional interest? 

Secretary Humpnurey. That is right; just the same as any other 
$10 item, his costs have gone up $10. 

Senator Lona. In that case, Mr. Secretary, insofar as this squeeze 
on housing discourages the construction of new housing, does not that 
further tend to increase inflation in that with less houses available, the 
landlords are in position to demand a higher price? 

Secretary Humpurey. Well, if you get into real shortages, I think 
that would be true. 

:, Senator Lona. You have spoken in terms of supply and demand 
iere? 

Secretary Humpnrey. That is right. 

Senator Lone. If you have a shortage in the supply of rental 
housing and if you cut down on housing starts, those who have housing 
for rent are in position to demand a better price, are they not? 

Secretary Humpurey. That is right, if the demand keeps up. But 
at some point, of course, the demand will level off and that will ease 
it back again. 

Senator Lone. Mr. Secretary, just over the weekend, in fact, 
several things happened since we met last time, one of which is the 
tragedy of Louisiana which we were discussing before this session 
started, and I will not get you into that, but starting this week, we 
have had this large increase in the price of steel. Is not that going to 
contribute to a considerable amount of inflation? 

Secretary Humpurey. I think that that will contribute to costs 
pretty well over a rather large area cf the economy, to an increasing 
cost. 

Senator Lona. I notice it is about $6 a ton; is that correct? 

Secretary Humpurey. That is what I read in the paper. 
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Senator Lone. I think you know something about the steel indus- 
try. Can you tell me about what is the average price of steel now as 
against which that increase would apply? 

Secretary Humpnrey. Senator, I will have to look it up for vou. 
I have been out of the steel business 4 years and a half, and what [ 
know, I read in the paper. 

Senator Lone. Even without that, you can tell me more about 
steel prices than I can tell you. 

Secretary Humpnrey. I have not looked at it; I will have to look 
it up. I have not looked at it for about 4 vears and a half. 

Well, here are three dates. December 30, 1952, $0.04376- 

Senator Kerr, How much? 

Secretary Humpurey. Cents. This is cents per pound, Senator. 

Senator Lone. Four and how much? 

Secretary Humpnarey. $0.04376. On June 26, the same comparable 
figure, that is June 26 of 1956—the first was December 30, 1952. 
This is June 26 of 1956, it was $0.05179 and the next date—wait a 
minute. A year later, June 25, 1957—that is after this announcement? 
Where is it after the announcement? 

Mr. Mayo. We do not have it after the announcement. 

Senator Kerr. What was it before? 

Senator Gore. What was it just before the announcement? 

Secretary HumpHrey. Just before the announcement it was 
$0.05670. 

Senator Kerr. It went up $6 a ton? 

Secretary Humpurey. I do not know whether that is applied 
ratably across the board. You divide it by 2,000. I do not know 
how that will work out. 

Senator Kerr. Is the price of it $155 a ton before the raise? 

Secretary Humpurey. What is that? 

Senator Kerr. Was it not $155 a ton across the board before the 
raise? 

Secretary Humpurey. Let me just multiply it out. Let us get it 
on tons here. 

Mr. Mayo. Yes. 

Secretary Humpurey. This average would be $113.40. 

Senator Gore. $113.40 would be my figure. 

Secretary Humpurey. That is right. That is the composite price 
for finished steel. 

Senator Lone. Would you tell me about what the percent increase 
would be? 

Secretary Humpurey. That is finished steel, not semi——— 

Senator Lone. Can you-— 

Secretary Humpnrey. What is that? 

Senator Lone. Can you tell us what percentage increase that 
would be? 

Secretary Humpurey. I read in the paper where it was 4 or 5 per- 
cent. 

Senator Gore. About 5 percent. 

Secretary Humpurey. The newspaper, I think, said either 4 or 5 
percent. 

Senator Lona. I take it that is going to contribute to an increase 
in many other different things, is it not? 
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Secretary Humpurey. I think probably it will as time goes on, yes, 
sir. There will be a lag in it, but I think it will contribute to further 
increases in costs. 

Senator Lona. Well, steel is a major part of the cost of building. 
It is a considerable part of the cost of a great number of fabricating 
industries—automobiles and various others, almost too numerous to 
mention, it would seem to me. 

Secretary Humpurey. I think I saw somewhere in the newspaper 
that this would be—what was that on, the price of an automobile— 
they published what it was—$10 or $22 or something like that on the 
cost of an automobile. 

Senator Lone. Do you think that this 

Secretary Humpurey. $10 or $22—I have forgotten now, but it 
was some such figure as that, that would add to the cost of an auto- 
mobile. I read it in the paper yesterday. 

Senator Lone. Do you think that these high interest charges had 
any effect one way or the other with regard to the increase in the price 
of steel? 

Secretary Humpnrey. At this particular time? 

Senator Lona. Yes. This last increase. 

Secretary Humpnurey. Well, I really do not know. I do not see 
just how they would. 

Senator Lona. Do you think that these high interest rates did 
anything to keep it down? 

Secretery Humpurey. As I understand it, the direct reason for this 
increase in the cost of steel at this particular time is that they had a 
21- or 22-cent wage advance that was agreed to a year ago that became 
effective on July 1, and that increased steel costs—it is to cover some 
part at least of that wage increase. 

Senator Lone. Well, the information that I have had is that every 
time the steel companies finish negotiating a wage contract, they have 
advanced their price either immediately thereafter or sometime shortly 
thereafter, and that invariably the price increase would be greater 
than the wage increase in terms of dollars. They would advance 
their price beyond that which they found it necessary to advance 
wages to a considerable degree; and that on occasions—I do not have 
the announcements here—but on occasions that the steel companies 
have explained that in advancing these prices beyond their increase 
in wages by a considerable amount, they felt they should do this in 
order to finance their expansion program. 

Have you seen or been apprised of any such information as that? 

Secretary Humpurey. No, I do not know, and I do not know to 
what extent this covers it or whether it exceeds it. I do not know. 

Senator Lona. Well, this is, for a person who is supporting high 
interest rates on the theory they are going to curb inflation, it seems 
to me this is a fact that you would want to know a lot about as to 
what is the basis of this 4- or 5-percent increase in the cost of steel, 
what is the basis. Is there anything more you can tell us about it 
than you have told us? 

Secretary Humpnurey. Not a thing. I only know what you know 
or what I-read in the papers. 

Senator Lone. Have vou inquired of the steel people or executives 
of that industry why they are increasing their prices, if they think it 
is justified? ; 
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Secretary Humpnrey. Well, I am sure it is perfectly obvious that 
it is related to the increase in wages. They made it effective at the 
same time, and it is perfectly obvious there is a connection. 

Senator Lone. Do you have any information, or have you at- 
tempted to obtain any, as to whether or not this price increase is more 
than necessary to offset the increase in wages? 

Secretary Humpurey. No, I have not. 

Senator Lone. Are you familiar with the profits of the steel 
industry? 

Secretary Humpnurey. In a general way. I read them in the paper. 

Senator Lone. Well, they pay taxes to you. I imagine that you 
probably have some information on what they are paying you, do you 
not? 

Secretary Humpurey. Well, I don’t figure out particular companies, 
no, but they do, of course, in the Internal Revenue Bureau, and they 
are part of our income. I am interested in what is our income. 

Senator Lona. It seems to me, Mr. Secretary, that as of this mo- 
ment, at this point in our hearing, that the increase in the price of 
steel is going to increase the cost of living more than any one item that 
is going to happen any time right away; and I would just be curious 
to know what, if anything, these high interest rates are doing to hold 
down the cost of living, or what they had to do with this steel increase. 

Secretary Humpurey. Well, I wish I could tell you, but I do not 
know. I do not know that higher interest rates had anything to do 
with the steel increase. 

Senator Lone. Have vou ever heard of the concept? 

Secretary Humpurey. When you say “high interest rates,” 1 do 
not really think Senator, that we have high interest rates. We have 
higher rates than they formerly were, but viewed generally, our inter- 
est rates today are not unduly high. They are not unusually high 
interest rates. They are interest rates that are within a scale of the 
swing that has occurred many times before. They are higher than 
they were in recent years. 

Senator Lona. I understood that one of the utilities, I believe, out 
in Puget Sound or one of them out West issued mortgage bonds at 
6% percent. That was the highest for a public utility in 20 years or 
more than 20 years. . 

Secretary Humpnrey. Well, we have been more than 20 years in a 
period of low rates, you see. First we had the depression, the long 
depression, when there was no demand for money, and the demand was 
extremely low for a good many years of the depression ; it went on year 
after year. 

Then after we got through the depression, we got into the war and 
had some regulation, and then following that we had these artificially 
low rates that were established by operation of the Federal Reserve 
System. 

Senator Lona. I have been led to believe that the steel industry 
and certain of the other major industries, rather than borrowing the 
money, which I understand high interest rates would discourage, are 
going on with the expansion of their industries but doing it by increas- 
ing the price of their product, and thereby paying for the expansion 
out of profits. Do you have any information at all along that line? 

Secretary Humpurey. Well, I think industry in this country, has 
paid out less in dividends than it earned, and has built reserves, such 
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as the chairman the other day was talking about the Nation doing, 
and as individuals do when they can, to build some reserves to build 
for the future; and I think that well-run business operates in that same 
way. 

To that extent, they increase their business or increase their plant 
capacity out of earnings that are not distributed to their stockholders. 

Senator Lona. Well, insofar as any business or industry increases 
its price, and in order to pay for the expansion of that industry, that 
price increase would be inflationary, would it not? 

Secretary Humpurey. Well, I do not think the steel price increase 
was related to that. I think that price advances do contribute to 
increases in costs, and they contribute to increases in costs of all the 
people who buy or use or consume the particular thing that has had 
a price advance so that it does contribute to an increase in the cost of 
living; price advances anywhere do that. 

Senator Lone. Those are all the questions I have to ask, Mr. 
Secretary. And I would like to have the information which I re- 
quested, and perhaps I will want to ask some questions subsequently. 

Secretary Humpurey. We will see that you get it. 

Thank you, sir. 

Senator Kerr. The Senator from Vermont, Mr. Flanders. 

Senator FLranprers. Mr. Chairman, I wish to make an opening 
statement. 

In the questions which I shall ask of you, Mr. Secretary, certain 
assumptions are made. One of them is that we are in a period of 
general prosperity. This is shown by a low level of unemployment 
such as is not customarily reached except under war conditions. 

It is shown also by generally high average weekly earnings of 
industrial employees, and by an increasing production evidenced by 
the gross national product. The figures are averages; and within the 
averages, there are some industries, some groups of individuals, which 
do not share in the general prosperity. However, I take to be a valid 
assumption that there is general prosperity. 

When we look at the price levels, however, we are faced with an 
unpleasant fact. After remaining quite stable for a period of 2% 
years, there has been an almost continuous rise in consumer prices. 

Wholesale prices had remained almost constant for a 2-year 
period, beginning and ending around 6 to 8 months earlier than the 
consumer price level; they rose earlier and have now leveled off. This 
gives some hope that there may be in the ordinary course of consumer 
prices, a leveling off there, in a few months. 

The clouded area in such a prediction, however, is the fact of a 
continuing wage-price situation which may delay or prevent the 
return of a leveled-off consumer price index. This must be taken 
into account as well as the normal relationships between the supply 
Pn money in the market, and the goods and services offered in return 
or it. 

Inflation is our problem. This problem I conceive to be made 
the more difficult by its connections with the current prosperity. I 
would raise the questions as to whether and how inflation can be 
brought under control during a period of prosperity, except by return- 
ing to price controls and rationing. 

What we seek to find in these hearings, it secms to me, is a practical 
means of controlling inflation by other than such arbitrary controls. 
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In the questions which follow, there will be found, I hope, no evi- 
dences of a desire to attack the administration. There will also, I 
predict, be found no evidences of a purpose to defend the adminis- 
tration, or that member of it who now sits before us and is subjected 
to our interrogations. 

The purposes of the questions which I shall ask are objective in 
character and directed toward getting light and leading on this problem 
of restraining inflation during a period of prosperity. 

With that prelude, I move on to the questions. 

Mr. Secretary, assuming that inflation arises from an increase in 
money supply as compared with the available supply of goods and 
services, what is the cause of the present inflation? Is it too much 
money? 

Secretary Humpurey. I rather think not, Senator. I think that 
the money supply has been kept within quite reasonable bounds. 

Senator FLANDERS. Well, is it too little goods and services? 

Secretary Humpnrey. I| think that that has been at the bottom of 
it; yes, sir. 

Senator FLANDERS. Conceivably it might be a little of both. 

I have here a chart from the Federal Reserve charts, historic supple- 
ment, September 1956, and it shows a steady decrease in the ratio of 
money supply to the gross national product beginning in 1905 and 
going down, so just at this point, I just raise the question as to whether 
there may not be some deficiency in the supply of money. 

Secretary Humpurey. It is very, very difficult to measure these 
things with any exactness, you know. You have to feel your way as 
you go, and nobody can tell exactly on this. This is not subject to 
mathematical calculation. You have to work at it and develop 
along with it and see what the results are. 

Senator Fianpers. I have been puzzled by this classical theory of 
inflation, being too much money for the goods and services offered 
because if this is a case of too much money, the question arises, why 
are interest rates high instead of low? 

Secretary Humpurey. Well, I do not think it is too much money, 
Senator, and I think you have nearly answered your own question. 

I think the fact that interest rates have moved up shows that the 
demand for money exceeds the supply of money and credit at the 
present time, the wish for money, the use, the demand that people want 
to make of it. 

Whether the necessity for it is there or not, nobody knows, because 
demand can run above necessity. If people fear further increases in 
prices of any commodity, money or anything else, they are very apt 
to move to overbuy; and that may be going on with money, they 
may be overbuying in anticipation of a rise. 

Senator FLanprers. There is another possible factor in there in 
which I became interested a number of years ago, and that is the 
question of the velocity or rate of turnover. That is something which, 
when I was president of the Federal Reserve bank in Boston, I was 
never able to get the Board here in Washington to interest itself in. 

I wonder, do you have any indications, any figures, as to the 
velocity of the money supply? 

Secretary Humpurey. Yes. It is here in the chart book. 

Senator FLanprrs. Will you give me the page? 

Secretary Humpurey. You have the chart book? 
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Senator FLanprErs. 1956. 

Secretary Humpnrey. 1957. 

Senator FtanpeErs. I do not have 1957. 

Secretary Humpurey. May of 1957 is the one I am looking at. 

Senator FLanpers. They do not give it to me as soon as they do 
to you. 

Secretary Humpurey. Let us see if we do not have 1956 here. 

Senator FLANDERS. What page is that on? 

Secretary Humpnrey. This is page 8. 

Senator FLanpers. | imagine the paging is the same. 

Secretary Humpurey. Does that say “turnover of demand de- 
posits’’? 

Senator FLranprers. Deposits and currency. There is no turnover 
figure here. 

Secretary Humpurey. This shows it right here. 

Senator FLanprrs. I wonder if that is a new chart. 

Secretary Humpnrey. I cannot tell you. This is Mr. Martin’s 
field. 

Senator FLANDERS. We will wait until we see Mr. Martin before we 
go further with that. 

For the record, I would like to ask some questions about money 
itself, and whether you can answer these questions immediately, have 
the data, I do not know, but they can at least be put in the record. 

I want to know about our money; if the volume of our money is of 
importance, I want to know how it is issued and what gives it value. 

What about the change in my pocket—silver and bronze and nickel— 
how much of that do you put out, when, and what gives it its value? 

Secretary Humpurey. Well, I hink we will have to get that for 
the record for you. 

Senator FLanpers. All right. 

And silver certificates, the same. 

Secretary Humpurey. Yes. We will get that. 

(The information referred to is as follows:) 
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Senator FLanpers. Tell me, when I was a boy, or a young fellow, 
the 16-to-1 controversy filled the air, and at that time there was a 
great deal of talk about—what did they call that part of the silver 
that was not coined—seigniorage, was it? 

Secretary Humpurey. Yes. 

Senator FLanpers. What has happened to the seigniorage? Does 
it still exist? 

Secretary Humpurey. It still exists. 

Senator Franpers. Do you have uncoined silver in your vaults? 

Secretary Humpurey. I will have to put that in the record. I 
cannot tell you. 

(Secretary Humphrey later submitted the following:) 

The Treasury has on hand as of June 30, 1957, approximately 1.8 billion fine 
ounces of silver bullion valued at $2.280 billion. 

Senator Franpers. That is just curiosity; that is all that is, but 
I think we are entitled to have that satisfied once in a while. 

I take it there is silver behind silver certificates. I wonder whether 
you put a dollar behind it, or what it is. 

Secretary Humpurey. What the value is? 

Senator Franpers. How are the Federal Reserve notes paid out, 
and how do you determine how many to print, and how does the 
Fedcral Reserve System determine how many to put out? 

Secretary Humpurey. I think that these questions probably——— 

Senator FLanpERS. Maybe Mr. Martin knows. 

Secretary Humpurey. | think these are Mr. Martin’s questions. 

Senator FLanpers. I would like to know, however, how many are 
out at the present time. 

Are there any other kinds of money, that is, money that you can 
hold in your hands and pass, besides those? 

Secretary Humpnurey. Yes. 

Senator Firanprers. There are gold notes, I guess, that never see 

the light of day. 

Secretary Humpeurey. I do not think there are many gold notes 
out. 

Senator FLanprers. No, I do not think they ever see the light of day. 

Secretary Humpnurey. I think you mentioned about all that are 
out now. 

Senator Gore. You are overlooking the Confederate money. 

Secretary Humpnrey. The Confederate money. [Laughter.] 

Senator FLranprErs. Let us come to the other type of money, which 
is bank credit. That we have figures on, and I am interested in this, 
for the record: Page 26 of this document, which we all have, seems to 
show a continuous rise in total deposits and currency; and of time 
deposits, a continuous rise; and of demand deposits, a slower rise. 

It does not look as though we were running into any deficiency of 
money, from looking at that chart, but now | want to ask you these 
questions: 

I want to ask you about the relationship between credit and debt, 
which is which? 

Secretary Humpurey. Well, it is a little hard to tell. It is 
“chicken and egg,” reals, It is when one person has a credit, another 
has a debt. 

Senator FLanprErRs. The money we actually use in business, when 
a man writes a check to settle a bill and a man receives a check from 
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having settled the bill and deposits it, is all based on debt somewhere 
by somebody. Ht 

Secretary Humpnrey. Well, it starts with a credit in a bank. 
Before you can write a check, you have got to have a credit in the 
bank. And when you have a credit in the bank, the bank has a debt 
of an equivalent amount. So when you write a check on it, you release 
one debtor. 

Senator FLanpers. Yes. 

Secretary Humpurey. One fellow cancels a debt, and you transfer 
your credit to another man, and the debtor then owes another man 
until he checks it out of that bank and puts it in another. 

Senator FLanpers. I am wondering what makes it increase, as that 
chart shows it increasing year by year. Is not somebody increasing 
or groups increasing their indebtedness? 

Secretary Humpurey. Well, on currency, of course, it is increasing. 

Senator FLANDERS. Yes. But so are the bank deposits. 

Secretary Humpnurey. Yes. 

Senator FLanprErs. Can those bank deposits be increased without 
a large increase in debt to correspond to the increase in the deposits? 

Secretary Humpurey. Well, any bank deposit creates both a credit 
and a debt. The debt 

Senator FLanprErs. How is the bank deposit generated? That is 
the question I am trying to ask. Is it not generated—if I go to the 
bank and borrow money, I get the money and leave a note. I get 
the money, I do not 

Secretary Humpurey. You get a credit. 

Senator FLanprers. It is a bookkeeping transaction. 

Secretary Humpurey. You get a credit. 

Senator Franpers. I get a credit, and I leave a note. 

Secretary Humpurey. That is right. 

Senator Franpers. Now, that credit is good for money. I can 
check against it. 

Secretary Humpurey. That is right. 

r oes FLANnpERS. But would it be there if I had not gone into 
ebt! 

Secretary Humpurey. Well, that particular money would not have 
been, no. 

Senator Franpers. But take all the money in general, would any 
of that money which is represented by bank credit have been there if 
others like myself had not gone into debt? 

Secretary Humpurey. I| think that is right. 

Senator FLanpers. I can tell you, I have a very vivid recollection 
of a question I asked you, just in passing, 2 or 3 years ago. I said to 
you, ‘‘What would happen if everybody, the Government included, 
paid up their debts all at once?” 

And your remark was, ‘“‘We would be in a hell of a mess.” [Laughter.] 

I do not know whether you remember that or not. 

Secretary Humpurey. | do not, but I think I would still make the 
same answer. 

Senator FLANDERS. Well now, does retiring debt—these questions, 
I may say, are not just for the fun of it, though they have certain 
humorous aspects. 

Secretary Humpurey. I think, Senator, frankly, I think these 
particular questions would be much better addressed to Mr. Martin 
and Mr. Burgess, who are experts in this 
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Senator FLANDERS. I am coming around to your part of it—— 

Secretary Humpurey (continuing). In this particular field. 

Senator FLanprErs (continuing). If I reach my destination. 

Secretary Humpurey. You have not reached me yet. 

Senator FLanpErs. All right. 

Now, does retiring debt reduce the money supply? 

Secretary Humpurey. I think it would. 

Senator FLanpers. Does too much credit make inflation by in- 
creasing the money supply? 

Secretary Humpurey. Well, it could. I really think, that you are 
asking some rather technical questions here which should be answered 
by the technicians rather than myself. 

Senator FLANDERS. Yes. 

However, this is where it gets to your area of responsibility. Per- 
haps you do not have to know how it works or whether it works, but 
does not increasing the Federal indebtedness increase the money sup- 
ply, and does not the decreasing of the Federal indebtedness decrease 
the money supply? 

Those questions come into questions of debt management. 

Secretary Humpurey. Well, I think that that depends on where it 
is. When it is in the banks, I think you are entirely correct. I think 
to the extent it would be in individual holders, it might not. 

Again, I think, your technicians would be better on that, but I 
believe that is the correct operation. 

Senator FLaANpErRs. I will leave that, then, for the technicians. 

But you have just said something which indicates that it makes a 
difference, in your judgment, with the money supply, as to whether, 
in increasing your debt or, 1 presume, conversely, in paying it off, 
whether it is indebtedness to banks or indebtedness to persons. 

Secretary Humpurey. Investors. 

Senator FLANDERS. Insurance companies? 

Secretary Humpurey. That is correct. 

Senator FLANDERS. So that, would you say, then, so far as you and 
I understand the situation—I am not putting you in with the tech- 
nicians now—that bonds or certificates or bills, or what have you, 
that go into the banks, would tend to be more inflationary than those 
that are taken up by individuals? 

Secretary Humpnrey. | think so. 

Senator FLANDERS. Well, do pegged rates facilitate disposal to 
private holders or the banks? If you have pegged rates well below 
a natural interest rate, do the bills or bonds or what have you, by 
the fact that they are pegged, tend to go into private hands or into 
bank hands? 

Secretary Humpurey. I think probably what would happen would 
be, if they were pegged at below normal demand prices, that you 
would increase very substantially the Federal Reserve’s holdings. They 
probably would get more of them that way than any other. 

Senator Franpers. Here is another technical question which I will 
leave for Mr. Martin or Mr. Burgess, but in general would you say 
that massive Government expenditure tends in the direction of infla- 
tion through an increase in the money supply? 

Secretary Humpurey. Well, massive Government expenditure, 
particularly if it is deficit expenditure, is inflationary. 

Senator Fianpers. But now, inflation occurs under a balanced 
budget, apparently. 
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Secretary Humpnrey. I think it can. 

Senator FLtanpers. Has it not? 

Secretary HumpuHRey. Yes. 

Senator Franpers. So that the Government indebtedness—— 

Secretary Humpurey., To some degree; not as much as it would 
with an unbalanced budget. 

Senator Ftanprers. No. It, however, is not a sovereign remedy. 

Secretary Humpurey. Well, [ think again there, Senator, that it 
os would have a good deal to do with what the money was spent for. If 
d the money, a substantial part of the money, is spent by the Govern- 
ment, as it is now, for goods and services that do not contribute to the 
capital of the country or to the current services or goo for the people, 
I think that that is quite a different picture, and more inflationary, 
price-inflationary, than it would be to the extent that the Government 
spent the money for things which do contribute to the capital of the 
a4 country or that build up the country. You see, you are adding to 
| your payrolls and you are not adding goods for people to buy. And 

when you add to the payroll and do not add to goods for people to 


r- 
ub 


t buy, I think you add to the pressure. _ 
ao enator Franpers. Now, as an individual I may want to buy an 
automobile. 
I Secretary Humpurey. That is right. 


Senator Fianpers. As a citizen, | may want to buy a sewage dis- 
posal system. What is the difference between those two things? 
- Secretary Humpurey. I do not think there is too much. But 
hs when you talk about a B-52 or a guided missile, I think there is quite 
ft a bit of difference. 
: Senator FLanprErs. Yes. 
Secretary HumpHrey. Because you do not buy those. 
Senator Ftanprers. Yes. 
Supposing we decide to reduce, suppose we succeed in reducing, 
i Government expenditures. What would you want to do? Would 
you want to reduce taxes, or retire indebtedness, the first thing? 
Secretary Humpurey. It would depend largely on how much we 
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ao had available. If we had a sufficient amount available, of course, the 
ideal thing is to do some of both. 
Senator Firanpers. Is one of them inflationary and the other 
to deflationary, in your judgment? 
i Secretary Humpurey. Well 
ie Senator Franpers. Or at least one neutral and the other de- 
ii flationary? 
Secretary Humpurey. I think that might be. 
ld Senator Franpers. The reducing of taxes gives people more to 
rit spend; Government stops spending and people start. 
ae Secretary Humpurey. That is right. 
’ Senator FLanpgrs. So that, to that extent, is neutral. 
vill Secretary Humpnrey. Well, that again depends a little on this 
ay other thing we were talking about. 
a. Senator FLanpers. Yes. 
Secretary Humpurey. It depends on where the saving is made. 
re, Senator FLaANprErRs. Yes. 


Secretary Humpurey. If the saving is made in a sewage disposal 
sal plant or in a highway, it is one thing. If it is made in a B—52 or some- 
; thing of that kind, it is another. 
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Senator Fianpers. In the last few years, our defense expenditures 
have been reduced, but our nondefense appropriations have increased. 

Secretary Hum MPHREY. That is right. 

Senator FLanprers. Does that worry you any? 

Secretary Humpurey. Well, frankly, the reduction in our defense 
expenditures does not, because I think that has been done within 
proper limitations. I think our defense posture, from all we can 
learn, is adequate and proper. 

Nondefense expenditures, I would hope, could be handled in a 
way that would not increase faster than the services really required 
of the Federal Government, laying aside obligations that States or 
local communities might properly handle for themselves. 

Senator Franprers. I am noting that very considered reply of yours, 
and agreeing with you, too. 

Secretary Houmparey. I am very glad of that. 

Senator FLanpEeRS. We seem to be in a wage-price spiral, and 
that brings me back again to the question as to whether it is an easy 
thing to control inflation during a period of prosperity. 

Secretary Humpnrey. It is an extremely difficult thing, Senator, 
and it can only be done, I think, gradually, by persistent, continuous 
effort. 

Senator FLanprrs. I am just wondering how—this, however, I 
will have to ask Mr. Martin, and that is, how credit control can 
affect that particular element of inflation. 

And I shall also want to ask somebody—I am not going to ask 
you—what the relation is between the classical description of inflation 
as being a relation between money supply and goods, on the one hand, 
or this thing we see at work, which is the wage-price spiral. 

I have had some folks tell me that in connection with this wage- 
price spiral, it was the duty of the employer to resist the union, and 
thereby protect the worker. Have you any thoughts on that point 
of view? 

Secretary Humpurey. Well 

Senator FLanpers. I am not going to ask you. [Laughter.] 

I have noted lines of questioning which seem to indicate that the 
high interest rate in itself is being used as a tool to fight inflation. 

Well, is the high interest rate a result or a tool of our fight against 
inflation? 

Secretary Humpurey. | think it is a result. 

Senator FLranpeErs. It is not being used as a tool? 

Secretary Humpnurey. No. I think that it follows from a restric- 
tion of credit. 

Senator Franpers. Yes. 

Well, I have a lot of stuff laid up here for}Mr. Martin. 

Secretary Humpurey. Good. 

Senator FLanpers. Thank you. 

Secretary Humpnrey. Thank you very much. 

Senator Kerr. I have talked to the Senator from Florida, Mr. 
Secretary, and he tells me that it will require between an hour and 2 
hours for him to ask the questions which he has in mind, and get the 
answers from you on them. 

In view of that, we will wait until in the morning for him to begin 
questioning. 

And so the committee will recess until 10 o’clock in the morning. 








the 


inst 


FINANCIAL CONDITION OF THE UNITED STATES 359 


I have a statement which is being prepared, which I will give to the 
press, or any of them that are curious about it, as soon as it is received 
here. 

Senator Bennett. Mr. Chairman, before we adjourn, do you know 
whether it is the plan of the committee to go on into the afternoon 
tomorrow, as well? 

Senator Kerr. I do not believe that it is. 

We have a conference with the Ways and Means Committee on the 
social security bill we passed, and in view of the fact that it has a 
provision with reference to the period beginning July 1, it is felt that 
if agreement can be had, it would be wise to reach it. 

I do not believe the chairman had in mind to meet tomorrow after- 
noon; and in the event he does not return, that will be the decision 
made. 

Senator Bennerr. Our next man up to bat is not here today; and 
if there were a chance he would come up tomorrow afternoon, assuming 
that 2 hours would take care of the questions of the Senator from Flor- 
ida, I think he should be notified. 

Senator SMATHERS. I am satisfied 2 hours will be sufficient for me. 
In fact, it may not be that long. 

Senator Bennerr. We will go forward on the assumption there will 
be no meeting tomorrow afternoon. 

Senator Kerr. That is my judgment. 

(Whereupon, at 12 noon, the committee recessed, to reconvene at 
10:20 a. m., Tuesday, July 2, 1957.) 
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Unirep Srates SENATE, 
CoMMITTEE ON FINANCE, 
Washington, D. C. 
The committee met, pursuant to recess, at 10:20 a. m., in room 312, | 
——_ Office Building, Senator Harry Flood Byrd (chairman) pre- 
siding. 
Present: Senators Byrd (chairman), Kerr, Frear, Long, Smathers, 
Gore, Martin, Williams, Flanders, Carlson, and Bennett. 
Also present: Robert P. Mayo, chief, analysis staff, Debt Division, 
Office of the Secretary of the Treasury; Elizabeth B. Springer, chief 
clerk; and Samuel D. MclIlwain, special counsel. 
The CHarRMAN. The committee will come to order. 
The Chair recognizes the Senator from Florida, Senator Smathers. 
Senator SmatHers. Thank you, Mr. Chairman. 


STATEMENT OF HON. GEORGE M. HUMPHREY, SECRETARY OF THE 
TREASURY—Resumed 


Senator SMaTHeRS. I may say at the outset, I have no opening 
statement, Mr. Secretary, but I would like to congratulate you on 
our durability and your resiliency. You come here each morning 
ooking vigorous and refreshed. I do not know just how you do it, 
but however you do do it, I hope you will give us the secret to it one 
of these days. 

I want to commend you for the vigor with which you defend the 
positions which you have taken here, and I can tell you that I, for one, 
consider it a great privilege to be able to sit here and hear the exchange 
of views between you and the members of this committee. 

This inquiry being conducted into the financial condition of the 
country is a great education for me. I imagine there are other 
Senators here who are learning something about it, too. 

In any event, I do believe that great benefit will result to the 
country by reason of this hearing, and I am sure that is what we all 
hope for. 

I am sure, Mr. Secretary, that a man of your talents and expern- 
ence in this economic and fiscal field recognizes that we are in an 
area where there are divergent views, and that a person who may 
have a different view from that which you express does not mean that 
his motives or his patriotism is any less pure than your own. 

Secretary Humpnrey. That is right. 

Senator SmatHers. And that just because one man expresses a 
view, an economic view, contrary to another man’s, does not mean 
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that one is politics and the other’s is scripture. There is room for 
difference and honest disagreement in this field; do you not agree? 

Secretary Humpnrey. I agree. 

Senator SMatTHERS. During the course of the testimony as I have 
listened to it, you have stated several times that the inflation which 
we have had in the past, particularly the past 10 months, has resulted 
from the pressures of high prosperity. 

‘That has been your statement; has it not? 

Secretary Humpnrey. That is correct. 

Senator SMatHers. Can one assume from the position which you 
have taken that so long as we have prosperity, we are bound to have 
inflation? 

Secretary Humpnorey. No; I think not, Senator. But I think we 
are bound to have, with prosperity, inflationary pressures, and | 
think that as long as we have high prosperity, we must be watchful 
and guard against the pressures that come with it, to see that we do 
all that we can to keep inflationary pressures under control. 

Senator SmatHers. Mr. Secretary, what have you specifically done 
to unhitch inflation from prospe rity in the past year? 

Secretary Humpurey. Well, J think that the monetary policies 
pursued by the Federal Reserve Board have been beneficial, and will 
be more beneficial, as time goes on. There is always a lag in these 
things. ‘They never correspond exactly in timing. What you do 
today has an effect tomorrow or some time hence, and I think the 
policies pursued by the Federal Reserve Board in general, with which 
we have been in accord, have been and will be helpful in restraining 
the inflationary pressures. 

Senator SmMatuers. Well, it is an admitted fact, is it not, that the 
purchasing power of the dollar has decreased by 2 cents in the past 
year or 18 months? 

Secretary Humpurey. Two cents in the last year 

Senator SmatHers. That the Consumer Price Index has gone up 
3.9 points, J believe it is, in the last year. 

Now, is it your opinion that these policies which you have insti- 
tuted may begin to be felt, possibly not this year, but maybe next 
year? 

Secretary Humpurey. Well, I would not say that. I think perhaps 
they are being felt all along, and that they have had a restraining 
influence, that the Consumer Price Index might have gone further 
up without: those pressures. 

In fact, I feel quite sure that they would. But the full effect, | 
think, will be delayed somewhat as we go along. It takes time for 
these things to begin to operate fully. 

Senator SmarHErs. Do you think that if you had acted sooner, or 
instituted any new policies or different policies than those which you 
have instituted, you might have been able to stop the inflation which 
resulted this past year? 

Secretary Humpnrey. Well, Senator, it is always hard to say. 
This economic machine of ours is a delicately balanced affair, and | 
think after most events you can look back and think perhaps you 
could have done a little better. 

On the other hand, if you had begun earlier or had exerted greater 
pressures, which might have been done, it might have — reprecus- 
sions which would have been worse than the present situation we are 
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now having. You see, you do not want to go so far that you turn 
the whole thing about. 

I think the illustration I used the first year I was here is about as 
good an illustration as I can give in the handling of the economy and 
the care with which it must be done, that is, the Government’s partic- 
ipation in it. I likened it at that time to driving a truck down an 
icy hill. You are going too fast and you do not know what will hap- 
pen when you get to the bottom of that hill. You try to slow down to 
make a turn at the bottom of the hill, and you just have to apply the 
brakes and gradually bring yourself down. 

If you slam the brakes on, you will spin around and wind up around 
a telephone pole. You just have to do it very carefully. 

Senator SmatHers. That is right. 

Secretary Humpurey. And you could do it faster, but it might be 
disastrous if you did. 

Senator SMarHers. Using that same illustration, however, do you 
see anything in the statistics of last year to indicate that the brakes 
you applied are slowing down this inflationary trend? 

Secretary Humpurey. I think I do. I said something about that 
the other day. I think, as I said to Senator Kerr, that the short 
supply situation has been ameliorated, particularly in the heavier 
lines, and I think there is some evidence that this whole thing is slow- 
ing somewhat. 

Senator SmarHers. Would you not say that the—— 

Secretary Humpurey. All we wanted was to slow it somewhat. 
You do not want to spin this truck around and wind up around a 
telephone pole. 

Senator Smaruers. That is right. 

What I am concerned about, Mr. Secretary, is whether of not, in 
all candor, we are slowing it down at all, and whether or not there is 
possibly something in addition that we might do. 

Would you not agree that the interest rates, which continue to rise, 
and, for example, the recent steel price increase, which I know you 
had nothing to do with and deplore as much as everybody else; the 
increase in the debt—we saw in the pe per yesterday morning where the 
income to the Government was going to be somewhat less than 
anticipated this year—would you not agree all of these factors indi- 
cate that, rather than slowing down the inflationary trend, possibly 
that trend is picking up—certainly this is true in recent months? 

Secretary Humpurey. Well, Senator, these things are never plain. 
There is never a crystal-clear view. I think if anybody was so wise 
that they could gather all of the factors in their mind and see clearly 
exactly where we were going, it would not be long before we would 
all be working for him. 

So there is always a doubt. You can always look at things in two 
ways, and mot be quite sure until afterward. 

But if you look back, many times it looks pretty plain, and you 
wonder why you did not see it more clearly. 

Senator Smaruers. Well, I think we all agree that everyone’s 
hindsight is better than their foresight. 

However, I was just wondering if we could not get an accurate 
picture, if at all possible, as to what is happening this year. 

What I am interested in is this question, as I started out to say, 
about the inflation that we are having at this particular time. 
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You say that possibly the policies which you have instituted will 
have some effect a year or two from now. 

Secretary Humpurey. No, no. I think they are having an effect 
currently. 1 think we are currently restraining it from going further, 
and I think that there are perhaps more evidences of their becoming 
effective currently than there are evidences of the fact that they are 
not. 

Senator Smatruers. Do you think we have to have some sort of a 
recession in order to bring about stoppage to this inflationary trend? 

Secretary Humpurey. I do not believe so. I hope not. I think 
that what we need is a little less pressure forward, but that does not 
necessarily mean a recession. It means some readjustments here 
and there, but it does not necessarily mean that we go into a difficult 
time. 

Senator SMaTHERS. Do you have any specific suggestions as to 
what we could do in order to stop these pressures from going forward? 

Secretary Humpurey. Well, Senator, I do not know anything else 
that can be done which we are not now doing, or that it is possible 
to do. 

I think perhaps some less Government expenditure would be a 
helpful thing. But when you look around and see just where you 
can reduce Government expenditure, you find that it is very difficult, 
as the Congress is finding, as we all are. Everybody is struggling 
with that. 

I think everybody agrees that if we could render the proper service, 
and if we could maintain an adequate posture of defense, with some- 
what less expenditure, that that would be a wholesome thing in 
retarding the pressures at the present. 

Senator SMATHERS. I gather, you do not see anything specific we 
might do at this particular time to stop this inflationary trend in 
which we find ourselves. 

Secretary Humpurey. I do not see anything, myself, that we can 
do which I think it is practical to do, or that we should be doing it 
or trying to do. 

Senator SMaTHERS. But you recognize we are in an inflationary 
trend, a rather serious one, at this particular time? 

Senator Humpnrey. The dollar has moved down in value and the 
cost of living has moved up more than we would like to see it. 

Senator SmatHers. You would then agree, would you not, that your 
successor, who is going to take over very shortly, you good friend and 
ours, Mr. Anderson, is not only going to inherit some of your pros- 
perity, but he is going to inherit a great many of your problems? 

Secretary Humpurey. This job, Senator, is going to be filled with 
problems for everybody who has it, every day “that he is in the job. 
And if it is not one kind of a problem, it will be another. 

Senator SmMaTHERS. Mr. Secretary— 

Secretary Humpurey. And he will be lucky if it is only one problem 
at a time. 

Senator SMaruers. I agree it is a complicated job. 

Mr. Secretary, yesterday I was much encouraged to hear you say 
that you were not critical of the past administration in the handling 
of the financing of World War II and the Korean war; and then, | 
think in answer to Senator Kerr several days ago, you said you did 
not have the job as Secretary of the Treasury then and did not want 
to hazard any guess as to how you would have done it. 
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As I say, I was happy to hear you say that, and I assume that is 
exactly what you meant. : 

In the light of that, in a speech which you made to the Detroit 
Economie Club in the heat of the campaign of 1956, I presume that, 
even though you made some reference to the manner in which the war 
was financed, that you did not intend to be critical of the administra- 
tion that was then in power. 

Secretary Humpurey. I do not remember what I said, Senator. 
Perhaps you can refresh my recollection. 

Senator Smatuers. I think that possibly I would like to believe 
we could just classify that, too, as you have characterized one of 
President Eisenhower’s statements—that it was just sort of cam- 
paign oratory, and we can forget that particular matter. 

Well, here it is, before the Detroit Economie Club, October 8, 1956. 
You were talking of the prosperity of America, and you said: 

Let’s go back to 1939—before the last World War—and come down to today. 
In the period of about 6 years, from 1939 through the end of 1945, the year the 
war ended, the value of the dollar in goods that it would buy was reduced from 
100 cents to 76 cents, a reduction of 24 cents or about one-quarter. During that 


period interest rates, by deliberate design of the administration then in power, 
were artificially held at low levels. 


Then you go on to say again it dropped off some more, and you say: 


And, during most of that period, by deliberate design of the administration 
then in power, interest rates were still being held to a low level. 

‘And all that time the cost of living was going up.” 

Since the election of this administration from 1952— 


the value of the dollar, and so forth, have been stable. 


Interest rates have been allowed to fluctuate naturally, both up and down, in 
response to the extent of demand. 

he record is all too clear. The evidence of the actual facts is too convincing. 
While we had arbitrarily cheap and plentiful money the cost of living doubled— 
the value of the dollar was cut in half. Whereas with money advancing or de- 
clining more freely in response to the pressure of demand, we have enjoyed a 
perfeetly remarkable stabilization in the cost of living and as sound a dollar as 
can ever be had. 

Secretary Humpurey. I would say that was a very dispassionate 
statement of fact. [Laughter.] 

Senator SMatTHeErs. I do not know how dispassionate it was, Mr. 
Secretary. That is what I just wanted to ask you about. Was it 
political, or critical, or completely dispassionate? 

In this statement where you say ‘‘we have enjoyed a perfectly 
remarkable stabilization in the cost of living and as sound a dollar 
as can ever be had,” would you agree that statement was made a 
little prematurely, in light of the facts? 

Secretary Humpurey. No;I do not think so. We went through a 
period of 4 years when I think that obtained, and I think a study of 
the record of history will demonstrate that. 

Senator SMatTHers. You do not deny, Mr. Secretary, that since 
making this statement the dollar has not been very stable and the 
cost of living has gone up considerably? 

Secretary Humpurey. Well, just in the last few months, but—— 

Senator SMaTHERsS. Since this speech was made. 

Secretary Humpurey. Yes; that is right. What was the date? I 
do not remember. 

Senator SmMatueErRs. October 8, 1956. 

Secretary Humpurey. This was last fall? 

Senator SmatHers. Just before the election. 
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Secretary Humpurey. I see. 

Senator SmatHuers. And I know there are some people who can 
make dispassionate statements just before election dates, but they 
are few and far between. 

Secretary Humpurey. But this was perfectly accurate at the time. 

Senator SmarHers. You would agree, Mr. Secretary, that at the 
present moment you could not say that, ‘‘we have enjoyed a per- 
fectly remarkable stabilization in the cost of living iad as sound a 
dollar as can ever be had’’? 

Secretary Humpurey. Not for the last several months. 

Senator SmatrHeErs. So in that respect, at least, that statement is 
not accurate, even though it may have been dispassionate—— 

Secretary Humpurey. No, no. The statement was accurate. 
There is no question about that. 

Senator Smaruers. At the time it was made. 

Secretary Humpsrey. That is correct. 

Senator Smatuers. You could not make that statement today. 

Secretary Humpurey. That is correct; not as to the last few 
months. There has been a change. 

Senator SmatrHers. Mr. Secretary, as I sit around here and listen 
to these 

Secretary Humpurey. I hope, however, that a few months from now 
you will be able to make it again. 

Senator Smatuers. I would hope so, and I am sure everybody 
in this room hopes so, Mr. Secretary. 

Secretary Humpurey. I am sure of that. 

Senator SmatuerRs. There have been some economists who express 
the view that the best way to combat inflation is to increase produc- 
tivity and production. 

Now, do you subscribe to that particular economic theory? 

Secretary Humpurey. Well, as more goods are available—there 
is a relationship between supply and demand, and as the supply in- 
creases or the demand decreases, or a combination of the two, which 
is usually what occurs, the pressures abate. 

Senator SmatHeErs. In other words, as there are more goods 
which are available to meet the demand, then, of course, that lessens 
the intensity of the demand. 

Secretary Humpurey. That is right. It works both ways. 

Senator SmarHeERs. If you believe in that theory, then, how can 
you subscribe to the soundness of a theory which I observed you 
doing yesterday, for example, in the field of housing, where you 
approve or applaud the fact that we are having less production—— 

Secretary Humpurey. Well, it all depends—— 

Senator SMaATHERs (continuing). In the housing field. 

Of course, as you understand, when you have less production in 
the housing field, you have less demand and production of TV sets 
and refrigerators and furniture, and all that goes into those houses. 

Secretary Humpurey. It depends on where the demands are the 
greatest. Sometimes, by lessening one demand, you help in another 
area, and that is what is going on now. 

We have had these pressures on men and materials, we have been 
short of men and materials, and we have had more pressure for the 
use of men and materials than we have available. 

Now, as those pressures abate, this thing will balance off again, and 
I think that is probably what is going to happen. 








| 
| 


SSS SS SSS 


e. 


re 
n- 
ch 


ds 


ns 


An 
Ou 
OU 


in 
sts 


he 
er 


en 
he 


nd 








FINANCIAL CONDITION OF THE UNITED STATES 367 





Senator Smatuers. As I gather, we are also having a deflation in 
housing and at the same time inflation in other fields and that pos- 
sibly this economic theory which we talk about says the best way to 
combat inflation is to produce things, is to have more goods, and to 
have more production, yet the point I do not get is how you can take 
both positions on it. It may be that you can, though I just do not 
understand how. 

Secretary Humpurey. Well, I think when you are using men and 
materials very fully, the thing you have got to rely on then is some 
abatement in demand, because you cannot greatly increase your sup- 
plies. Your supplies are large, and when you are running at large 
production and large supplies and large use of men and materials, 
then if you try to further increase the demand, why, you put the pres- 
sure on the price rather than on the increase in goods. 

Senator Smaruers. Mr. Secretary, I wonder if that is exactly what 
is happening. 

When we look at the Economic Indicator we see on page 10, for 
example, where expenditures for new plant and equipment have gone 
up 33% percent in the last couple of years. It is now indicated that 
$37.890 billion is going to be spent in 1957 for plant expansion. In 
1954 it was only $26 billion. If we look on page 16 under production 
and business activity, we see that even though we have a 33% percent 
increase in plant expansion, we actually do not have any larger 
production or business activity. Does that not indicate we are not 
getting the production and the business activity that we should 
have reason to expect we would get, in the light of this expansion? 
Does it not indicate that we are not producing and that as a result we 
have greater inflationary pressures than we should have? 

Secretary Humpurey. [ think it illustrates exactly what I have 
said, Senator. It illustrates that we are increasing productive capac- 
ity. And, of course, during a process of increasing productive capacity 
you do not get the full output. That comes after it is completed. 

ou do not get the production out of a new plant until the last machine 
is in operation and until the whole thing is settled down and running. 

Now we are passing through a period here of large expansion and 
we are now beginning to get some real results. During a period 
when the use of men and materials is so largely devoted in that field, 
it is less devoted in the other fields. And if you try to demand it, 
it is drawn from the other field of expanding production capacity. 

If you try to increase the demand of consumer goods besides the 
increase in demand for increased productive capacity, why, you just 
do not get the production that is required, and your demand exceeds 
your supply. 

Senator SmatHers. That sounds all very good. 

Secretary Humpurey. That, I believe, has goneon. That as I said 
the other day, is the base for this movement that is taking place, and 
due to the lags in the operation, all these things take time, there are 
lags all along the line. 

And I believe that our basic prices are stabilizing and have been 
now for some months, as the pressures are beginning to diminish, I 
think that you are beginning to see some signs that the pressures are 
going to diminish in the other fields, too. 

Senator SMaruers. Mr. Secretary, you say that and you indicate 
that, but it is not supported by these figures, nor is it supported by 
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these charts, because, as I look at the chart on page 16, there is no 
indication that production is going up. As a matter of fact, production 
and business activity here looks like it is going down, if I can look at 
a line and detect whether it is up or down, and I think I have some 
capacity to do that. 

Furthermore, this great plant expansion actually began to take place 
in early 1956. 

Secretary Humpnurey. That is right. 

Senator SMatHeERsS. So wa have had 18 months. 

_ Secretary Humpurey. It began even earlier than that. It began 
in 1955. 

Senator Smatuers. Mr. Secretary, all right, then, your answer to 
that is that you believe we will finally have more production capacity 
and more productivity. 

Secretary Humpnurey. I believe the whole thing will level off. 

Senator Smatuers. And you still believe that is a desirable thing 
to have more productivity. 

Secretary Humpurey. I believe the whole thing, the supply and 
the whole business, will level off and meet the market. 

Senator Smatruers. If you believe that is a desirable thing, why do 
you not encourage a little more productivity in the housing field, if 
production and productivity are desirable? 

Secretary Humpurey. Well, I think you have good production in 
the housing field, a million units. 

Senator SmatHerRs. We have production, but the indications are 
they are turning down. We dropped from 1.3 million. 

Secretary Humpurey. No. But they dropped off further, and now 
they are beginning to come up again. 

Senator Smatruers. Do you have any figures which support that? 

Secretary Humpurey. Yes. Yes. 

Senator Smatuers. As a matter of fact, I believe the home builders 
estimate there are only going to be 880,000 houses built? 

Secretary Humpurey. That is what they did, Senator, but let me 
read you the figures here on these estimates. I will start back here 
with just November and December, which were a million estimated 
starts. 

Then it is 975,000, 923,000, 880,000, and then it changes. Then 
it is 940,000 and now it is 990,000. 

Senator Smatuers. And you approve of that? You approve of 
more housing and more productivity? 

Secretary Humpurey. As the men and materials become available, 
I think that is exactly what will happen. The demand will shift, and 
instead of building plants and factories, and building heavy machinery 
and all that, the demand will shift and the men and materials will 
move over and we will again have more housing production. 

Senator Smaruers. Is that the way you planned it? Did you plan 
it to go down at this particular time? 

Secretary Humpurey. No. 

Senator Smatuers. Or is this just what your observation is, sort of 
hindsight, or was this foresight? 

Secretary Humpurey. No. I am trying to show you what the 
facts are as nearly as I can see them. 

Senator Smaruers. That is right. 

You say you are now satisfied everything is going up? 
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Secretary Humpurey. I believe the capacity for production will be 
up, yes, sir. 

Senator Smatuers. Mr. Secretary, just to change for a second over 
to another thought. You have been questioned a great deal about 
the increasing cost of interest rates on Government bonds, and I 
think in answer to Senator Kerr’s question, you stated something to 
the effect that if we had to refinance our Government debt at the 
present rate of interest, that it would cost us an additional, I think 
it was, 2 or 3 billion dollars, was it not? 

Secretary Humpurey. It was a large figure. Of course, it is purely 
a hypothetical thought, because you will not do that. There is no 
ro for doing it. And that can only be done over a long period 
of time. 

Senator Smatuers. Well, if you can—let us put it this way: You 
have to sell securities to somebody in order to finance the Government. 

ne Humpurey. We keep working at it, a piece at a time, all 
along. 

Senator Smatuers. That is right. 

Secretary Humpurey. But the whole job is a long job. 

Senator SmatuHeErs. If you had to refinance, at the present interest 
rate, it would cost the Government in the neighborhood of $2 billion 
would it not? 

Nese Humpurey. I think that was it, right in that area some- 
where. 

Senator SmatrHers. Now the question which occurs to me is this: 
You would like to avoid that, and certainly all of us would. Have 
you given any thought to the fact that cities and counties and States, 
and authorities created by those agencies can issue bonds which are 
tax free? Do you think there would be any advantage if the Govern- 
ment decided to once again make Government bonds tax free? 

Secretary Humpurey. We have been through that many times, 
Senator, and I have always been opposed to it. And I am opposed to 
it for this reason: As it is now, we get back 30 or 40 percent of this cost, 
so that while it would cost us, say, $2 billion, the actual cost itself, 
we collect back quite a bit of it through taxes. 

Now, the reason I am opposed to making them tax free, which 
would automatically tend to make the interest. rates lower and prob- 
ably leave us in about the same position, because by getting back 
these hundreds of millions we are taking a good big slice out of the 
$2 billion we pay out, anyhow. The way we are doing it, I think that 
is the fairest way of doing it, because if we made them tax free, the 
man who pays a 20 percent tax would only get 20 cents off; the man 
who pays a 90 percent tax would get 90 cents off. And I do not think 
it is fair to discriminate between the buyers of our bonds in that way. 

I think so long as we have this steeply graduated tax system, that 
the thing to do is pay the interest and take it away in taxes on & 
graduated basis rather than to charge the little man the same amount 
we do the big man. 

Senator SmatHers. Well, that is a very fine expression. 

Secretary Humpurey. And I have been opposed to it always, for 
that reason. 

Senator SmMatrHeErs. But the Treasury has considered that prospect, 
and you do not think it is a good idea? 

Secretary Humpurey. We have considered it many times, and I am 
opposed to it. 
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Senator Smatuers. If the interest rates continue to go up, do you 
think there might be a time when just a matter of arithmetic might 
dictate that if we are going to keep within our national debt limit, we 
possibly may have to go to that extremity? 

Secretary Humpurey. No; I would not think so. I think you 
would come out pretty near the same place in the end, and you would 
not have as fair a distribution. 

Senator Smatruers. Yes. All right, sir. 

Mr. Secretary, I want to turn to something I am a little bit more 
familiar with, and that is this matter of small business. And I might 
say to you, sir, that I am a member of the Small Business Committee. 
I think there are other Senators here on this committee who are also 
members of the Small Business Committee of the Senate. 

In your statement you say: 


We have encouraged small business. 
And then you say: 

Upon the success of small-business firms to prosper and grow depends much of 
our production and our survival as a free competitive society. 
And I am sure everybody would agree with that statement. 


This Administration has sought in many ways to aid smaller firms and to 
relieve them of burdensome taxes and requirements. 

rt’ 

Then you say: 


* * * small business has benefited materialy from tax law changes—the 
expiration of the excess profits tax law, the reduction in personal income-tax rates 
in 1954, and the extensive revision of the Internal Revenue Code. 


Then you say: 


Even more important to the smaller firms is the general prosperity of the 
past 4 years. 

Now, Mr. Secretary, I wonder if you, in looking at that in retrospect, 
think that may be somewhat of an overstatement, or is that what you 
subscribe to? 

Secretary Humpurey. I subscribe to it, Senator. I believe it is 
correct. 

Senator Smaruers. Do you believe small business during the last 
4 years has benefited for the reasons you have set out here? 

Secretary Humpurey. I do. I think those are all reasons for 
benefiting small business. 

Senator SmatHers. Mr. Secretary, [ want to direct your attention 
to table No. 1—and will you see that the Secretary gets that table. 
We have eight tables I want you to look at. 

(The table referred to is as follows:) 


Percentage of sales going to manufacturing corporations with assets under $1,000,000 
expressed as percentage of all manufacturing corporation sales 


te Ee oo Sella then ieee 18. 9] 1952... sere 5 das etek ae 
ee on es eee 17, 6) 2000... - <a 2 13. 7 
re nk cee ; ti eee ecco ewe Siu. 13. 6 
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Twenty-five percent drop in their percentage of total sales from 1947. 


Source: FTC-SEC Quarterly Financial Reports for Manufacturing Corporations (compiled by Senate 
Small Business Committee). 
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Senator SmatHers. Mr. Secretary, I have taken some time to 
study these statistics, which have been prepared from the Federal 
Trade Commission and the Securities and Exchange Commission 
Quarterly. The reports are on manufacturing corporations. 

From the information found here, I do not believe the picture is 
quite as promising for small business as one might be led to believe 
from your statement. 

For example—and I would like, Mr. Chairman, to introduce in the 
record at this point table I—TI find that the percentage of sales going 
to manufacturing corporations with assets of $1 million or less has 
declined from 18.9 percent in 1947 to 14.2 percent last year, or a 4.7 
drop, which is equivalent to 25 percent less of the total sales. 

Secretary Humpnrey. Mr. Senator, if vou will look at the table, 
you will see that the entire drop took place before we got here. 

Senator SMATHERS. You say that it has increased 

Secretary Humpurey. If you look at the period we have been here, 
your table indicates that it has been quite steady, and is just 2 little 
higher in 1956 than in either or any of the previous 4 years. But the 
entire drop occurred during a period when policies other than ours 
were in effect. 

Senator SmatuHers. Would you agree there has been no appreciable 
increase or improvement in the sales of small manufacturing corpora- 
tions, from this table; in other words, the difference between 13.7 
and 14.2? 

Secretary Humpurey. I think they are a lot better off during this 
past 4 years, as seen from this table, than during the 6 years which 
this table shows. 

Senator Smatuers. In other words, you are going to take the posi- 
tion that from 1953 on, you people have held ground on this? 

Secretary Humpurey. And we were losing it pretty fast before that. 

Senator SmarHers. Well, I would agree that small business has 
lost ground, but nobody made the statement, so far as I know, until 
you came along, that small business was really getting along better in 
recent years than—— 

Secretary Humpurey. Than they had in the previous years, and I 
think this table conclusively demonstrates that. 

Senator Smaruers. All right. 

Senator Bennetr. Mr. Chairman, I do not want to interrupt the 
questioning of my colleague, but I cannot understand the heading. 
Sales by whom, of what? Are these purchases by the Federal Govern- 
ment? 

Senator SMarHers. No. These are small business percentages of 
total sales of all manufacturing corporations. In other words, the 
percentage of such sales going to small business. 

Senator BENNETT. You mean sales made by, and not sales going to? 

Senator Smatuers. No; sales made by. 

Senator Bennett. Thank you. 

Senator Smatuers. All right. 

In your statement, nowhere do I find any reference to the position 
of small and big business firms in terms of sales and profits within the 
past few years. I think this omission actually was somewhat un- 
fortunate, and I would now like to direct your attention to table IT. 

The CuHarrMaNn. In what? 

Senator SmMatHErs. Table II, profits per dollar of sales after taxes. 

(The table referred to is as follows:) 
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Profits per dollar os sales after taxes 


| 





After taxes 
‘ | Percentage 
Year | difference 
Assets under | Assets over | 
te ve | $1,000,000 
4.7 7.0 | 149 
3.6 7.4| 105 
2.3 6.3 | 173 
3.8 | 7.4 | 94 
2.3 | 5.3 | 130 
2.0 4.7 | 135 
1.8 4.7 161 
1.4 5.0 257 
1.8 | 6.0 | 233 
2.2 5.8 163 
2.8 6. 2 | -+ 221 
1.8 | 5.4 +-390 
—36 —13 oat 





Sources FTC-SEC Quarterly Financial Reports for Saaiithitline Corporations. 
Compiled by Senate Small Business Committee. 


Senator SmatrHers. Once again we see a situation where the com- 
panies with assets under $1 million have lost ground. In 1951, it was 
2.3; then it dropped in 1952 to 2.0. Then in 1953 it went even further 
down, to 1.8; 1954, 1.4; 1955, it went back to 1.8; 1956, 2.2. So 
there has been some relative increase, small increase, for small com- 
panies with assets under a million dollars within the last vear. 

However, if you look at the companies with assets over $1 million, 
you see where their profits per dollar of sales, after taxes, have in- 
creased considerably. In other words, it was 4.7 in 1952, 4.7 in 1953, 
5.0 in 1954, 6.0 in 1955, and 5.8 in 1956. 

This would indicate, would it not, that actually the small-business 
firms are not realizing as great a rosperity as are the larger firms, 
and that there is a growing spread between the small and the large 
manufacturing corporation profit margins? 

Secretary Humpurey. W ell, Senator, as I look at the table, what 
it shows to me is this: that going all through the period of years which 
the table shows, the small businesses have never made as much as 
the larger businesses relative to the capital investment, and that, I 
suppose, is attributable to overhead and various other things. But 
the same is true in all of the years. 

If you will look at the years prior, beginning with 1952 and prior 
thereto, you will see that the trend was steadily down in earnings for 
both big companies and little companies in about the same proportion. 

Senator SmatHeErRs. That is right. 

Secretary Humpnrey. If you will look at the rest of the table, you 
will see that from 1953 on, the trend is up for both big and little 
business. 

Senator SmatrHers. Well, it actually went down, in 1954, to the 
lowest point it ever hit for small business. 

Secretary Humpnurey. That is right, during that period. 

Senator SMaruers. Since then, there has been a slight upturn. 

Secretary Humpurey. That is right, it has pic ked up. It has 

icked up more for the small businesses than it has for the large 
Seeacies since the low point in 1954. 

Senator SMaruers. But the spread, the percentage difference, | 
think we could work it out and say the percentage difference between 
the companies with assets under a million dollars and those over a 
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million dollars is spreading—well, it may be justified, I do not know. 
You say that it is. 

Secretary Humpurey. | do not know. 

Senator Smaruers. It is considerable. 

Secretary Humpurey. I do not know whether it is or not. I am 
just looking at this table and saying what I see from it, and you see 
about the same relationships all the way through, except that during 
the period prior to 1953, it was on the way down for both company 
groups, and since that time it is on the way up for both company 
groups, and the smaller companies have been going up a little faster 
than the larger companies. 

Senator SMarHeERs. I would want the record to show that in 1947, 
the small businesses had the highest point in return that we have had 
since then. In 1947, 4.7; and then there was a drop to 3.6 in 1948, 
2.3 in 1949, back up to 3.8 in 1950, 2.3 in 1951, 1952 is an even 2.0, 
and then in 1953 a drop to 1.8. 

In 1954, it hit the alltime low of 1.4. Now it has gone up to 2.2. 

I think you will agree, it is considerably lower than it was in 1947 
or 1948. I do not think anybody would deny, who has looked at the 
statistics, that small business is slowly being squeezed more and more 
in the present economic picture. 

Secretary Humpnrey. Not according to this table. I do not think 
that is so. 

During the last 3 vears, it has been moving up like the other, and 
of course you also would have to take into account, I think, in order 
to get a proper perspective of this, the various tax structures in effect 
at the timc, and all of that. 

Senator SMmarHers. Yes. We will talk about that. 

Secretary Humpurry. You see, you have the wartime and some 
rather radical changes in taxes during these periods, and this is all 
after taxes, so vou will have to compare the whole thing, I think. 

Senator SMaruers. If there had been any great benefit in tax 
changes, it would have been reflected in the picture of 1954 and 1955, 
and there is a very minute change. 

Secretary HumpurREyY. | would not say that is taxes. But there 
is a rather marked change that the smaller businesses since 1954 have 
been increasing faster than the large businesses. 

Senator Smaruers. Mr. Secretary, I want to direct vour attention 
to table ITI. 

(The table referred to is as follows:) 


Concentration of total assets of manufacturing corporations, June 30, 1951, and 
June 30, 1956 





| Cumulative percent of total 
assets of manufacturing 








Asset size of corporation (in millions of dollars) | corporations 

ae _—__——_—_—___. 

1951 1956 
inennaiiies aon seperate ansiamesintinanpenisenisntas inns tanaieansietiaipnencnisne tanned 
All asset sizes... - ; enene icin nop hecihan wat 100.0 | 100.0 
Over 100... ___.- ; caddie Sat Ley 47.2 | 58.5 
50 to 100 4 ‘ ‘ ‘ nano 0etbecdunn 54.3 | 65.3 
10 to 50 ; ceva ee 70.8 | 78.9 
5 to 10 Sine eiddaahGhtiivnlAts Se dies Gahan ches dbkasiegaee as aee : 77.6 83. 2 
1to5 ‘ . 89.2 | 92. 1 
yj tol 7 hen ’ eidecs 98. 2 97.4 
TA FO I ida ccarden dna a hiteund Neh eeneaae sihibeng bm 100.0 | 100.0 


Source: FTC-SEC quarterly financial reports for manufacturing corporations. 
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Concentration of total assets of manufacturing corporations, June 30, 1951, and 
June 30, 1956—Continued 





; Assets Percent 
Assets by size groups, 1951 and 1956, 2d quarter (in millions | t—ti‘“—:CSCC—C—CCCCCC__! hnaanggr,, zee 
of dollars) group to total 

| 1951 | 1956 ssets 
NN carers od ascls exponent ce srres | 149, 699 195, 577 +30.7 
100 and over... a a ke | 70, 480 | 114, 316 +62, 2 
50 to 100_____- ; TIC beast Aue oeiacks 10, 627 13, 270 +24.9 
10 to 50___._-.- ae ala, la la a ae 24, 655 | 26, 492 +7. 5 
en cn tea WidaneniccseGaraeadaresaons 10, 274 | 8, 497 —17.3 
EE ei eg oe et | a aba bebmanaaiid 17, 307 17, 399 +.5 
on SE ae 10, 585 10, 423 —1.5 
Us ooo Vib onacGanetettecdvabant duboasbabaaddedavcats 5, 741 5, 180 —9.8 


Souree: FTC-SEC quarterly financial reports for manufacturing corporations. 


Senator SmatHers. One of the most disturbing factors we see 
developing here, it seems to me, is this steady increase in the percent- 
age of total assets of large manufacturing corporations, while, ap- 
parently, small companies assets continue to grow smaller. 

In 1951, 47 percent of the assets of all manufacturing corporations 
in the country were in the hands of corporations having assets of 
more than $100 million each. 

Anyway, by last year, according to the Federal Trade Commission 
and the Securities and Exe hange Commission report, this percentage 
had risen from 47 to 58.5 percent, an increase of more than 11 percent- 
age points in just 5 years, or equivalent to a 23-percent increase in 
assets for the big ones. And, at the same time, the aggregate amount 
of assets for manufacturing firms in the $10 million class and below 
has declined about 5 percent between 1951 and 1956. 

Would you say that this trend toward concentration of more assets 
in the larger firms poses a threat to what you have described as our 
free-enterprise system? Do you think this is a bad trend, or sort of 2 
dangerous trend? 

Secretary Humpnurey. I really do not know, Senator, and I do 
not know that I can get it, colin. from this table. 

Senator SmatHErs. Well, if you do not follow this table, I think 
that Mr. Mayo and you gentlemen know that there has been a greater 
and greater increase in the assets of the very large corporations, and | 
think there has been a consequent 

Secretary Humpnreey. [| think that is right. I think what is going 
on is that, as we are making bigger and bigger things and more expen- 
sive things, and turning out larger volumes, that we are requiring, in 
order to make costs reasonable, larger machinery and larger invest- 
ment, larger machine tools, and all the things that we use; we require 
much more power than we used to use. 

For a man to earn the kind of wages he gets today, he has to have 
more power, and he has to have bigger machines, and more of them. 
And I think that our whole trend is toward bigger and more expensive 
things, more mechanical, electronic, and all sorts of devices, in order 
to multiplyva:man’s earning power 

Of course, that is what makes this country; it is the ability to in- 
crease an individual’s productivity. If you can supplement that with 
investment, with power, with all these new machines and larger ma- 
chines, and more powerful machines, and electronic devices, and all 
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of the things we have, that makes that man more productive, and, as 
he becomes more productive e, it permits the making of goods that 
would cost less; it makes better goods, and it means that the man can 
earn more money. And I think that is part of this whole great pro- 
gram that is going on in America. 

Senator SmatHERs. But does not that also mean, Mr. Secretary, as 
vou have indicated here in your statement, that small business may 
ye, by the very nature of our economy, the modern vanishing Ameri- 
can, so to speak. As these larger firms get bigger and 

Secretary Humpurey. Well, no. 

Senator SmarHEers. The automation increases and the need for 
power and big machinery: maybe it means the small-business man has 
no place in this kind of economy. 

Secretary Humpurey. No; I do not think so. I think the total 
number of businesses in America today is higher than it has ever been. 
I think the total number of small businesses is higher than it has ever 
been, certainly in relation to starts and stops, and I think there is an 
evolution going on where some things require larger power. 

But the very fact that you do have large amounts of money, and 
let’s just take power alone, that you have large amounts of money 
and great powerplants in the country, means that those powerplants 
can furnish power to that many more small people as well as to large 
ones. 

So, I think the whole thing is growing, but I do think there is a 
trend toward more requirements for the individual man to make 
him more productive, and I think that is good. 

Senator Smaruers. I think you would agree, would you not, that 
these statistics which have been prepared by the FTC and Securities 
and Exchange Commission reports, indicating that firms with assets 
of $100 million and over are increasing their assets at a rate of about 
23 percent, whereas the others, $10 million and less, are going down; 
that it is a matter of concern? 

Secretary Humpurey. Let us think about it for a minute, and I 
am just trying to think the way things are. 

Senator Smaruers. All right. 

Secretary Humpurey. Let’s take the amount of money, for instance, 
that it would take to double a great electric power installation in 
order to serve twice as many small businesses as well as big businesses. 

The amount of money invested in small businesses would, be much 
less than it would cost to double the power that is going to serve those 
smail businesses. I would want to have a broader look, I think, than 
just this table, to be concerned about it. 

Senator SMatHers. Let me put it to you this way, hypothetically: 
If it appeared from the statistics that there was a rather rapid growth 
of large firms above $100 million in assets and over, and an equally 
proportionate decrease in firms of $10 million and under, would that 
concern you? Would you think there was some danger to our free- 
enterprise system? 

Secretary Humpurey. Well, I think what we want, Senator, above 
all else, is to keep America the land of opportunity for the young man 
who wants to work and get ahead. 

Senator SMaruers. That is right. 

Secretary Hu MPHRE y. And we want to promote, we want to see 
that America continues to be the great land of opportunity for the 
young fellow who wants to work. 
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Senator Smatuers. Right; to which all of us subscribe. 

My hypothetical question is, if there were this large concentration 
or growth in assets of companies with $100 million and over, and a 
proportionate decrease in those of $10 million and less, you would be 
concerned with it, would you not? 

Secretary Humpurey. No; not necessarily. What would concern 
me would be when the opportunities to work and develop in America 
get less. Then I will be concerned. 

Senator SmarHers. And you are satisfied that today young men 
have the same equal opportunity to go out and start in new business 
as they did some 20 or 30 years ago? 

Secretary Humpnrey. Except for tax laws, I think they have a far 
greater opportunity, far greater. 

Senator SMatuers. Do you think the money supply is as available 
to them today as it was 20 and 30 years ego? 

Secretary Humpurey. When [ first had responsibility for running 
a business, we had 8 percent preferred stock and 7 percent bonds, and 
[ was mighty glad to have them. 

Senator Smatuers. In other words, by that you mean——— 

Secretary Humpurey. That is actual experience. 

Senator SmaTHers. In answer to my question, you say that you 
think it is easier to borrow money today that it was back when the 
interest rate, let us say, was down to about 2 percent? 

Secretary Humpnsrey. [t was—well, you go back—— 

Senator Smatuers. I have changed the date on you a little bit. 

Secretary Humpurey. You changed the date. 

Senator SMATHERS. Maybe, when you started, it was over 20 years 
ago. 

Secretary HumpHrey. It was. Quite alot. [Laughter.] Quite a 
lot. 

Senator SmarHERs. But would you say that the increasing interest 
rate has made it easier for small men to borrow money and go into 
business? 

Secretary Humpnrey. I do not know. That is a pretty big ques- 
tion. I think that a fair interest rate, as I have said before, and a 
feeling of security in the value of our money, is the thing that makes 
savings; and when you have savings, it is much easier to get money. 
That is where you get it. 

I fear that when you have this very cheap, arbitrary interest rate 
that you are doing two things, that you are discouraging savings in 
two ways: First, because you are arbitrarily holding the value of 
savings down and, second, because the value of the dollar that was 
being saved was depreciating rapidly. And under those circum- 
stances, I think it was difficult and would be difficult to get savings. 

Senator SmatueERs. I do not want to subscribe to some of the con- 
ditions which you put into your statement, but I would just want to 
say this, freeing myself from consenting to some of that but wanting 
to get back to just one question: Do you mean to say you believe it 
is easier for a young man today who is going out, trying to go into 
business, to borrow money than it was back in 1935? 

Secretary Humpurey. 1935—I am just trying to think back. 

Senator SMATHERS. Or 1936. 

Secretary Humpurey. 1935 or 1936, I am just trying to think back. 
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You see, you are right at the edge there of a time when you just 
could not get any money, if you go back another year, everybody was 
broke. 

I would say that it was quite a bit easier to get money today than it 
was in 1935, ves. 

Senator SMaATHERS. You think that it was easier then. And do you 





think 

Secretary HumpHrey. Money is much easier to get today, I believe. 

Senator SMATHERS. Do you think it was easier to borrow money in 
1937——_ 

Secretary Humpnrey. It certainly was than in 19383 and 1934. 
Now, in 1935 you are getting right around the edge somewhere. 

Senator SmMaTHeERS. In 1937-38, do you believe it was more difficult 
for young people who might want to get started in business to borrow 
money than it is today? 

Secretary Humpurey. No. I think 1936, as I remember, 1936 and 
1937, they were pretty good years, and then we dropped off in 1938. 

Senator SMATHERS. Do you think the interest rate has anything to 
do with the desire of people to get in their own business? 

Secretary HuMPHREY. Well, 1 will put it this way, Senator: I 
think that a difference of 1 percent or so in your interest rate, or even 2 
percent in your interest rate, with the kind of a tax structure we have 
now, which means that. half of it is paid by the Government, is 

Senator Smatuers. If you are in a certain bracket it means that. 

Secretary Humpnrey. No, no. Corporations we are talking about. 
These are all corporations, and they pay half of it. 

Senator SMATHERS. Well, there are a lot of businesses which are not 
incorporated ? 

Secretary Humpurey. Oh, yes; there are. But we were talking 
about corporations. 

Senator SmaTHErRs. I do not mean to talk just about corporations. 
hmnean to talk about businesses, two boys go out and enter a partner- 
ship. 

Secretary Humpurey. Take it on the average, the average is around 
four-tenths, something of that kind, so approximately about 40 percent 
of all interest is taken in taxes. 

Senator SmatHers. Now, Mr. Secretary, what I do not understand 
rigb* there is this: As I gather, your testimony here over the course 
of the last couple of days, and today, is that you approve of this high 
interest rate because it has a tendency to slow things down and ease 
the demand for goods and services? 

Secretary Humpurey. That is right. 

Senator SMatHERs. Now you are telling me this high interest rate 
makes it easy for a fellow who wants to start a new business and 
expand. 

Secretary Humpurey. No. 

Senator SMATHERS. How can vou be on both sides of it? 

Secretary Humpurey. No, I do not mean that at all. You asked 
me about a few specific years, Senator, and we happened to hit yesrs 
when we were just emerging from a depression and there were « iffi- 
culties besides just interest rates. 

Senator SmMatuers. I would like to ask you this question: Have 
your policies been designed to slow down the business activity, and 
thereby combat inflation, or have they been—— 

Secretory Humenrey. No. 

93633—57——25 
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Senator SmatrHers (continuing). Or have they been designed to 
help the small-business man get started and make it possible for him 
to expand? 

Secretary Humpurey. We have done it both ways on the interest 
rates. 

Senator Smaruers. That is just what I am having a hard time 
understanding, how oue policy can do both. 

Secretary Humpurey. If you will just give me a minute, I will 
tell you how we can do both. 

Senator SmMarHers. Excuse me. 

Secretary Humpurey. The interest rates are tending to curtail 
activity, they are tending in the direction of curtailing expansion. 

Senator Smaruers. That is right. 

Secretary Humpurey. The tax changes that we made were tax 
changes which directly benefited small business, which helped small 
business to get started. 

So that small business got some advantages which were particularly 
advantageous to small business through the tax law, tax revision, and 
they were curtailed through the interest rate. But the large were also 
curtailed. 

Senator SMatHers. So you are going to say, then, that actually 
this program you have was designed to ease the inflationary demands, 
and sort of slow down expansion for the sole purpose of combating 
inflation; and yet, on the other hand, it was very helpful to small 
business because—— 

Secretary Humpnrey. No. 

Senator SmarHers (continuing). You passed a tax law which had 
some hidden bene‘it to the small-business man, and thereby made 
this sort of a double-headed operation, beneficial both ways. 

Secretary Humpurey. Small business got a better break out of it 
than the larger business. 

Senator SmatrHers. What part of the tax law was beneficial to the 
small-business man, Mr. Secretarv? 

Secretery Humpnrey. Well, one of the principal things, I think, 
was the changes in depreciation. 

Senator SMaTHERS. Changes in depreciation. 

Secretary Humpurey. Yes. 

Senator Smatruers. The provision of the tax law concerning whether 
you cen file as a partnership or a corporation, which I think was 
recommended by you people, do you know whether or not any regula- 
tions have ever been put out under that particular provision? 

Secretary Humpurey. I cannot tell you. I do not know. 

Senator Smatuers. If I told vou that no regulations had been put 
out, would you want to disagree with me? My information is that 
none have been put out. 

Secretary Humpnurey. I will make inquiry and find out. 

Senator SMaTHErRs. You do not want to agree with me, but you will 
make inquiry? 

Secretary Humpnrey. That is right. 

(Secretary Humphrey later submitted the following:) 

No regulations have yet been issued applicable to section 1361, a new provision 
of the Internal Revenue Code which gives certain partnerships and proprietor- 


ships the option to be taxed as corporations. This is one of the sections of the 
code on which regulations are still in the process of preparation. 
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Senator SMatHers. You say they have benefited under the tax laws. 
In what respect was that? 

You think the small business firms benefited by the repeal of the 
excess profits tax that was adopted in, late what, the 1954 Code, 
1953 Code? 

Secretary Humpurey. 1953, I believe, Senator. 

Senator SMatHers. Yes. 

Secretary Humpurey. Yes. I think they benefited by the repeal 
of the excess profits tax. 

Senator SmatTHers. I hand you table VII, and ask you to take @ 
look at that. I find that you are pretty good at these tables. I am 
sure if anything can be made out of it, you can do it. [Laughter.] 

I would like to direct your attention to the table. You will note 
that in the first column are net-income classes, Let us just take 
small business, for example, small firms, and say those which have a 
net income of from $15,000 to $20,000. We will go on up if we want 
to, but just take that for a minute. 

Secretary HumpnHrey. Yes. 

Senator SMarHers. The number of returns which included, of course, 
excess profits tax, was 212. The net income was $3,771,000. The 
income tax was $1,132,000. Excess profits tax was $134,000. You 
see that? 

Secretary HumpHrey. Yes. 

(The table referred to is as follows:) 


Type of tax liability—All returns, by net income class, income tax and excess profits 








tax, 1953 
Number of | Net income | Income tax | Excess profits 
Net-income class returns (thousands) | (thousands) | tax (thou- 
sands) 

De is 0ds 60d ieskncntegesstpausnwh@tbe 44 $93 $28 $16 

SRS0e 0 $10,000.65. io. sac deel dbdbl 56 486 T5l 
Se Be ne cncnnkncgentdtelhansentenien 113 1, 470 447 95 
SII Ch cn scctensaecscccarceatessae 212 3, 771 1,132 134 
SOP CONG GUY «ow iiss nse 5 ide nsddbeck 1,076 24, 984 600 778 
ink nc hecacedecauinerwiteen® 10, 294 353, 999 125, 981 18, 978 
SEIN. wo. cic dseed Le ccceudsiensddsn 5, 686 400, 194 173, 057 32, 716 
$100,000 to ee ey 4, 436 697, 265 333, 762 59, 701 
$250,000 to DU cPictanhadwnantimannsewbcage 1, 877 660, 681 327, 61,373 
$500,000 to $1,000,000 _.._...-....---.----------- 1,160 806, 869 408, 73, 449 
$1,000,000 to $5,000,000.------- =~ 1,199 | 2,551,923 | 1,303, 537 238, 061 
$5,000,000 to $10,000,000___._.-......--.--------- 204 1, 434, 739 735, 081 138, 881 
EE OI ee ebrinnmeniggeceshscencann 210 9, 856, 547 5, 012, 969 989, 203 
Nc nike ccancccemnkambcnminsembienhied 26, 567 16, 793, 021 8, 430, 502 1, 613, 424 


Statistics of Income for 1953, pt. 2, Corporation Tax Returns for Taxable Year Ending July 1953 Through. 
June 1954, p. 99, U. S. Treasury Department, Internal Revenue Service. 


Senator SMatrHErs. Now, if we added up the small business firms, 
those which I think were small, which are those under $5,000, from 
$5,000 to $10,000, from $10,000 to $15,000, and from $15,000 to 
$20,000, that makes a total of 425 firms which had the benefit of 
getting relief from the excess profits tax. 

Then I would like to direct your attention down to some other 
figures. For example, let us skip down to the biggest crowd, which 
is the $10 million in net income or more. The number of returns 
which were filed there is 210. 
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. You skip over to the excess profits tax relief which they got, and 
they got $989,203,000. In other words, of the total savings resulting 
from the repeal of the excess profits tax, we find that these large firms 
of $10 million or more got over 60 percent. There are only 210 firms 
in that category, which received over 60 percent of the excess profits 
tax savings. 

So if you look at that figure, Mr. Secretary, I-think you would be 
forced to agree—not forced to agree, but I think your fairness would 
cause you to agree there was very little comparative benefit which 
resulted to small-business firms from the excess profits tax repeal. 

Secretary Humpurey. Does this purport, Senator, to be all of the 
returns filed? I was just inquiring. 

Senator SmarHers. Yes; that is all of them. 

Secretary HumpHrey. All returns. 

Senator SmatHers. These are statistics of income from the corpora- 
tion tax returns for the taxable year ending July 1953, through June 
1954, from page 99, United States Treasury Department, Internal 
Revenue Service. 

Secretary Humpurey. Yes. 

This does not show the percent. There is not any way to figure 
the percent. of savings per investment. 

Senator Smatuers. No; it does not show the savings per invest- 
ment, but if you look on down, we can take the $20,000 firms and less, 
there are a total of 425 of them. If we add up from $5,000 up to 
$20,000, there are 425 firms. 

When you begin to get into the larger firms, you see that the $20,000 
to $25,000 was over 1,000 in number; you see, $25,000 to $50,000 was 
10,000, that is the largest number; and $50,000 to $100,000 is 5,000 
firms that were able to benefit from repeal of excess profits tax. From 
$100,000 to $250,000 there were 4,436 firms; and those with net 
incomes of $250,000 to $500,000, 1,877 firms. And it goes on up to 
those with net incomes of from $1 million to $5 million. In this 
category there were 1,199 firms which were able to benefit. 

And yet, I remind you that the small firms, those having net 
incomes from $5,000 and under up to $20,000, totaling 425 paid an 
excess profits tax of $284,000. 

Secretary Humpurey. Would this relate to corporations only, or 
does this relate to individuals? 

Senator Kerr. Corporations are the only ones who pay excess 
profits tax. 

b mare o Humpurey. Yes; that is what I was going to point out 
to him. 

One of your difficulties is that the corporations are only about 15 
percent or so of small business, of this very small—— 

Senator SmarHeErs. That is right. 

Secretary Humpurey. When you talk about them. So that about 
85 percent of those people are not involved in this at all. 

Senator SmatHers. But I remind you your statement is that 
during the past 4 years small business has benefited from tax law 
changes; to wit, the excess-profits tax. 

Secretary Humpurey. I think if you were talking about corpora- 
tions, Senator, would not a fair split here be about $100,000? And 
if you took corporations at a fair split of $100,000, then I think you 
would find that the large number of corporations really were getting 
some relief. 
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Senator Smatuers. If we took your figures, that is right, we would 
say it would add up, total up, to a large number of corporations. 

Secretary Humpurey. That is right. 

Senator SmatHers. I agree with you. 

Secretary Humpurny. Quite an amount of spread. 

Senator Smaraers. But the amount of money which was saved to 
them did not in any way approximate what the biggest 210 firms got 
for themselves—this $989 million. 

Secretary Humpurey. Well, but you also would not know how much 
money was invested in these, either, which you have to take into 
account. 

Senator SMatHsers. That may be. The investments, we are not 
talking about that particularly. We are talking about—naturally, a 
small-business man does not have as much investment or he would 
not be a small-business man. 

Secretary Humpurey. That is right, and relatively, unless you 
would compare that, I do not think you would have an accurate com- 
parison. 

Senator Smaruers. I think it is pretty clear from that figure, 
however, that great savings in the repeal of the excess-profits tax went, 
in point of dollars, to very few large corporations. 

Secretary Humpurey. Well, in point of dollars, yes; the great dollar 
volume is in the larger businesses. They do the big dollar volume 
in the country. 

Senator SmatHers. And they apparently have the big profit. 
And, of course, as you say, they have the big investment. 

Secretary Humpurey. They do the big dollar volume, that is 
correct, 

Senator Smatuers. But I would not want to leave it and have the 
appesrance that actually the excess-profits tax was of any appreciable 
benefit to what we ordinarily call small business, though there were 
some who did benefit to a small degree by it. 

Secretary Humpurey. I think that is right. I think the small 
businesses really, if you talk to them, I think you will find they were 
very, very active in their advocacy of the repeal of the excess-profits 
tax, and I think 

Senator SMatuers. Actually, if you make a comparison with total 
business 

Secretary Humpnrey. I think the excess-profits tax was the thing 
that deterred the opportunity for growth of the small business about 
as much as anything that could possibly have. I really think an 
excess-profits tax, outside of extreme war necessity, is a tax that we 
never should have in this country. That will kill off a small business 
faster than anything else you can do. 

Senator Smatuers. I do not want to debate that with you. I want 
only to debate with you this point as to whether or not the repeal of 
the excess-profits tax actually benefited to any appreciable extent ve 
small businesses, when there are approximately 4,125,000 small 
businesses and only 425 of them were able to use it. 

Mr. Secretary, I have statistics 











Secretary Humpurey. Just before we leave this, I would just like 
to bring out this point, which I think might be helpful to you: The 
biggest percentage of reduction, of savings as compared to total tax, 
is in the case of the smallest firms, those with the very first $5,000 and 
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under. In other words, the $5,000-man saved the highest percentage 
of his income by the repeal of the tax, of anybody on the whole table. 

Senator SmatuHers. That is right. 

Secretary Humpurey. And as you go down 

Senator SmatHEers. There were 44 of those people in the country. 

Secretary Humpurey. As you go down, you will find, as you get 
into the top bracket, that there is a 16 percent saving, where they 
started out with a 36 percent saving. 

Senator SmatuHers. Would you say that 200—would that be higher 
where you have got 210 firms which saved $989 million? 

Secretary Humpurey. The percentage is higher, very much higher. 
They had a 16 percent saving, and the small fellow had a 36 percent 
saving. 

Senator Smatuers. There were 210 large firms which benefited to 
the tune of $989 million compared with 425 small firms which benefited 
to the extent of $284,000. 

Secretary Humpurey. That was a 16 percent saving; and the other 
man had a 36 fercent saving. 

Senator SmatuerrRs. Well, the total amount of money which was 
saved in the excess-profits tax was $1,613,424,000, and approximately 
60 percent of that went to about 210 large firms. 

Secretary Humpurey. Well, of the total income, about 60 percent, 
or a little better, of the total income was had by those same people. 

Senator Smatruers. That is right. 

Secretary Humpnurey. But the percentage of savings per dollar of 
income was greater in the lesser brackets. 

Senator Smaruers. I must just say this: You can agree that with 
only 44 small-business firms in that low classification, compared with 
the total of approximately 4 million of them in the country, is not a 
very large percentage of small firms benefiting 

Secretary Humpurey. The corporations, you start right out, you 
see, the corporations are only about 15 percent of the total, anyway. 

Senator SmarHers. That isright. Corporations were the only ones 
to benefit by the repeal. But we are talking about helping small 
business. 

Secretary Humpurey. Of course, the others had individual relief, 
you see. 

Senator SmatHers. We will talk about the individual ratings in just 
@ minute. 

When your statement said the expiration of the excess-profits tax 
benefited the small-business men, actually there were very few small- 
business men who were incorporated, or in a situation where they had 
to pay excess-profits taxes. 

Secretary Humpurey. And those fellows got help. 

Senator Smarurrs. And those fellows got some help, you say? 

The CuarrmMan. The advice comes from the Senate we will have to 
vote on a treaty. 

(Discussion off the record.) 

The CHarrRMAN. Suppose we just recess temporarily. 

(Short recess.) 

The Cuatrman. The committee will come to order. 

Senator Smathers? 

Senator Smatuers. Mr. Secretary, I have some statistics which 
have been prepared by the Federal Trade Commission showing the 
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number of corporate mergers taking place in the last few years. 
These show the total has risen from 617 in 1934 to a high of 905 in 
1956, a 46.6 percent increase. 

Furthermore, the record for 1957 shows 411 in the first 5 months, 
compared with 406 for the same period last year. 

I think it is also significant to note the rise in the number of mergers 
and acquisitions in industrial firms from 288 in 1952, to 295 in 1953, 
387 in 1954, 689 in 1955, and 638 in 1956, 

There was a little bit of a downtrend in 1956. 

The Federal Trade Commission data also reflect that 70 percent of 
the acquisitions of other firms in 1955 was made by businesses with 
assets of $10 million or over. In other words, most of the acquisi- 
tions were by the big fellows who can afford to buy. 

Would you care to comment as to the reasons which may have 
prompted this intensified merger and consolidation which has been 
going on? 

Secretary Humpurey. I think one of the principal reasons, Senator, 
is the desire for flexibility, and to cover a wider field, to guard them- 
selves against changes in conditions where one kind of a product will 
go down and another kind will go up. 

You see, this is, I think, largely two things: It is largely the transition 
from war to more peacetime business, concerns which sprang up 
during the war period and made war materials or things which con- 
tributed more to the war, felt that those things were not going to be 
in big demand, and they would join up with others. Or, if they were 
larg aa in that ‘business, they would get others so as to look to switch- 
ing from wartime goods to more peacetime goods, and rather than 
starting fresh, they would acquire a smaller company which was 
already in the business. 

Senator Smaruers. In other words, more diversification. 

Secretary Humpnrey. The other thing i is, with our great advance 
in new things, the great technological advances of all k inds, I think 
the tendency is to broaden lines, make new products. 

You see, a very large percentage of the goods that are made today 
are the kinds of goods nobody ever heard of 15 or 20 years ago. 
when a small concern develops or is developing a line, it hates to have 
all of its eggs in one basket, and one at a time it expands the lines 
until it has 4 baskets or 5 baskets, in order to get a stabilization by 
diversity. 

Another thing, of course, that has had a substantial effect are tax 
laws. Aman builds up a business, and has made it successful. What- 
ever his family has is in that business, and his death taxes are high. 
He feels he does not want to die and leave a heavy tax problem to his 
children, and he seeks a way to remove it. 

Senator SMatHmRs. Do you think we should change that tax law 
in that respect? 

Secretary Humpurey. Of course, the tax law already provides 
wherever there is a hardship, then he has an extended period, a 10-year 
period, within which to pay. That was done in the code to alleviate 
that particular hardship. 

Senator SmatHerRs. May I ask you another question right there on 
this tax matter. 

You are familiar with that provision which, oversimplified, I will 
put it this way, allows a big corporation to buy a small company which 
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has not a favorable balance sheet, and increase, you might say, the 
big company’s assets, but use the carrvover loss prov isions of the 
small company to at the same time lessen their taxes? 

Secretary Humpnrey. Well, that provision in the tax law was very 
much tightened up. 

There previously had been an abuse, I think, of that privilege, and 
I think companies had been acquired for their previous losses rather 
than for what they then had. And the provisions of the tax law and 
of the regulations, both have been very materially tightened up in the 
last 2 or 3 years on that. 

Senator Smaruers. Do you think they should be tightened up 
more, or do you think we should eliminate that provision from the 
tax laws? How can that be a good provision? 

Secretary Humpurey. Well, Tet us say you and [ are stockholders 
in a small concern, and we have gone through 2 or 3 years of pretty 
bad times developing a business, and we finally emerge and in a year 
or two we show a little earnings, and then we show some better earn- 
ings, and then somebody who wants to diversify and take on our line 
comes along, and we want to sell out to him and take a capital gain, 
which we have a perfect right to do. 

Senator SMATHERS. Sure. 

Secretary Humpurey. One of the assets we have is, with this 
growing business, and this business was turning into a profitable 
thing, we have a right to deduct our past losses which you and I 
paid out of our pockets in order to build up what we now have, and 
I think it would be pretty unfair to deny us any right to carry that 
forward. I do not think we should be able to carry it forward where 
it is simply for a tax dodge. 

Senator SmarHers. That is right. 

Secretary HumpHrey. Where it is a legitimate business transaction. 
I think it would be quite unfair for us to be denied that privilege. 

Senator SmatHers. Would you think it would be advisable for 
this committee or the Ways and Means Committee of the House to 
amend that law so that the acquiring corporation would not be 
able to use the net operating losses of the acquired smaller ieee ? 

Secretary Humpurey. That is what I have just said. I do not 
think it would be wise, because that would be taking away from you 
and me the right to recoup the losses we have made to build this busi- 
ness into a profitable concern, and I think that over a period you and 
I would have a right to recoup that loss. 

Senator SmatHers. Yes. As I understand it— 

Secretary Humpurey. If the buying concern cannot take advantage 
of it, then we have no way to get it back. So I think—— 

Senator SMaruHeERs. In other words, then, we recognize that the law 
makes it possible, I mean encourages an acquiring corporation to go 
out and hunt one which has got—— 

Secretary Humpurey. No. 

Senator SMATHERS (continuing). Which has got a loss carryover 
situation that they can benefit from. 

Secretary Humpurey. No, I do not think so. You see, the law 
and the regulations are tightened now so it has to be part of a real 
business transaction. [t cannot be just a tax dodge. 

Senator Smaruers. It is sort of getting off my point, anyway. 

With respect to these mergers we have talked about, which have 
increased, as I say, 46 percent from 1954 to 1956; furthermore, the 
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record for 1957 shows 411 in the first 5 months compared to 406 in 
the same period last year; Mr. Secretary, do you believe there will 
come a point in our free-enterprise system where a further concen- 
tration in American industry should not be permitted? 

Secretary Humpurey. Well, what is going on, Senator, is that the 
number of business enterprises are not going down. T hey are going 
up, and quite markedly, in this country. And as long as they con- 
tinue to increase, I do not think we have anything to fear. 

For instance, | will just take the two ends of this particular table, 
just to illustrate it. 

Senator SMaTHErRS. Yes. 

Secretary Humpnurey. It begins with 1929, in which there were 3 
million enterprises, and it goes to 1956, in which there were 4,250,000 
enterprises, or an increase of over a third, an increase of 40 percent in 
that period of time, and there is nothing tricky about it. It has been 
going up all the time. 

The number of enterprises went down in the early thirties. It got 
down in 1933 to 2,782,000, and then it went up and got up over 3 
million. Then it went down in 1944 to 2.8 million, during the war; 
and then it went up again. 

It has been a constant rise from that time up until now, when it is 
up above 4 million. We have had a 40 percent increase in business 
enterprises since the war. 

Senator SmatHers. Of course—— 

Secretary Humpurey. So I do not think we have anything to fear 
about business being cramped down. We are expanding our busi- 
nesses all over the place. 

Senator Smatruers. I have some figures which indicate that today, 
in the industrial field, some one-seventh of 1 percent of business cor- 
porations are hiring over 50 percent of all wage earners. 

Secretary Humpnrey. I would not be surprised at that. 

Senator Smatuers. Fortune magazine, I think, had an article on 
it this month—— 

Secretary HumpHrey. Yes. 

Senator SMATHERS (continuing). Which showed the top 500 in- 
dustrial firms in the United States today, and that amounts to about 
one-seventh of 1 percent, hired 50 percent of all wage earners. 

Does that not indicate tremendous concentration of not only assets 
but of employment and everything else? 

Secretary Humpurey. Well, you are getting now out of the question 
of the growth of small business, and getting into how big is too big? 

Senator SmatHers. Well, you bave asked the question. 

Secretary Humpurey. I do not know how big is too big. I think 
it is a problem which requires our thoughtful consideration in this 
country. 

Senator Smaruers. You would agree, though, there would come a 
time when businesses could become too big, would you not? 

Secretary Humpurey. Obviously, you go to where there is one, and 
I would say, yes, then you have got a Russia on your hands. 

I really do not know. I think it is a very serious problem that 
needs a lot of thought, as to-—— 

Senator SmarHers. That is right. 

Secretary HuMPHREY (continuing). As to how big is too big. 

Senator SmaTuers. Then you would agree there is a pattern with 
respect to concentration of assets and ‘employment power, which 
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could become too big and thereby threaten the free enterprise system 
as we know it, though you are not prepared to say where that point is. 

Secretary HumpHrey. That is right. 

Senator SMaTHeERs. But you would agree there is some point along 
the road we should 

Secretary Humpurey. Well, I think it is a subject of very serious 
concern, and I think we ought to give it a lot of thought. 

Senator SmarHers. You think we ought to give it a lot of thought 
now, do you not? 

Secretary Humpurey. I think we ought, on all of these problems, 
we ought to be thinking all the time; yes, sir. 

Senator SmMatHeERs. You do not want to hazard the guess we are 
approaching the point now where we should begin to greatly worry 
about this concentration? 

Secretary Humpnrey. I would think there was nothing to worry 
about. I think it is a matter for thought, but as long as we have this 
continual and substantial growth of total business, I think we have a 
very strong anchor to windward. 

Senator SmMatTHers. Well, the statistics show that more and more of 
the wage earners are employed by less and less of the corporations, and 
that the few corporations on top are acquiring more and more assets, 
and we know it from our experience. 

Secretary HumpHrey. That is right. 

Senator SMATHERS. You know that General Motors have gone into, 
various fields that 10 years ago they were not in. 

Secretary Humpnrey. On the other hand, as you go through any 
city, you see the outskirts filled with new little businesses, new plants, 
new small businesses all over. 

Senator SmatHers. You agree most of the grocery stores you see 
are chainstores, and most of the drugstores you see are chainstores. 

Senator Humpurey. A great many of them. 

Senator SmaTHeRsS. And we are moving into an area where there 
are less and less actual individual operations, even though there may 
be more outlets for the big corporations. 

Secretary Humpurey. No. There actually are more individual 
operations, actually very substantially more individual operations, as 
well as this other that you speak of. 

I am not in any way suggesting that what you say is not true; that 
this is going on. But there are at the same time more smaller ones 
growing up, or more other ones growing up. 

Senator Smaruers. All right. 

Let me ask you this question now: Do you feel that the tax policies, 
the credit policies, and the high-interest-rate policies, such as they are, 
have encouraged this sort of concentration and this acceleration of 
concentration of assets in the bigger corporations at the top? 

Secretary Humpnrey. Well, I do not know whether it would en- 
courage them at the top so much as it would encourage the inter- 
mediate or smaller ones to get together for the very reason you and I 
were talking about a few minutes ago, where I want diversity and 
you want diversity, and we say to each other, ‘“‘Let’s the two of us 

o together, and we will help diversify,”’ and then we go on to the 
Recaiare there, and we say, ‘‘You come in with us, and that gives us 
three strings to our ball instead of one.” 

I think that has been going on more than the large companies taking 
on smaller ones. 
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Senator Smaruers. You would not say diversity is a new word for 
monopoly? 

Secretary Humpurey. No, because I think these are smaller, 
relatively smaller. 

I think the larger ones are developing. They have the resources 
to develop on their own far more than you and I would have in 
smaller businesses. I am seeking some of your research staff, and 
you want mine, and so on. 

Senator Smatuers. The excess-profits tax repeal, of course, as we 
have demonstrated a moment ago, dollars, dollarwise, however, did 
encourage big business. 

Secretary Humpurey. More dollars, lesser percentage of the total, 
but more total dollars. 

Senator SmaruHers. More total dollars. 

Secretary Humpurey. That is correct. 

Senator SMatuers. That is right. And when they had the relief 
of more total dollars, then, of course, they would increase their profits. 

Secretary Humpnreey. That is right. 

Senator Smatuers. Mr. Secretary, in the March 1957 issue of 
Survey of Current Business, which is put out by the Department of 
Commerce, there is an article which is entitled ‘Business Anticipations 
of Capital Expenditures and Sales for 1957,” and the lead paragraph 
says this: 

Business expects to make investment outlays of more than $37 million this 
year 

Secretary Humpurey. Billion. 

Senator SMATHERS (reading): 
$37 billion this year, 64% percent above the amount spent in the record year of 


1956. Final figures for last year show a 22 percent rise over 1955 in the aggregate, 
about the same as was anticipated in the survey conducted just a year ago. 





Then it goes on to say this: 


A breakdown by size of firm indicates that large and medium-sized firms are 
responsible for the anticipated rise in manufacturing investment in 1957. Small 
companies, in the aggregate, expect a reduction in outlays. 

Now here, it seems to me—this is a survey by the Department of 
Commerce—that which we have been talking about seems to be true, 
namely, that the present policies which were designed to hold down 
excessive use of credit for capital expansion, have actually failed to 
do so; and we have the figure here of the Economic Indicators, and 
what has happened is that the smaller firms who can least afford it 
are the ones that these policies are really holding back, rather than 
working on the bigger ones. And they are the ones who are not able 
to expand. 

Secretary Humpnrey. I think probably it took hold of the smaller 
ones first, and I think it is taking hold of the other ones now, 

Senator SmatTHeErs. You believe it will take hold of the bigger ones? 

Secretary Humpnrey. I believe it will. I believe that the—— 

Senator SMarHErRs. You say that, of course, in the light of the fact 
that the Economic Indicators show that expansion expenditures for 
new plant and equipment have jumped up 33% percent in just a 
couple of years. 

Secretary Humpurey. For this year, that is correct, the last couple 
of years. 
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Senator Smatuers. All right, sir. But you believe—— 

Secretary Humpurey. I believe it is leveling off currently. 

Senator SMarners. You believe that 

Secretary Humpurey. I believe that is what the figures show. 

Senator Smaraers. All right. 

Now, with respect to this matter of industrial production which 
we talked about just a few minutes ago, I understood you to say that 
while you expected capacity to be getting bigger in the immediate 
future, you did not indicate whether you thought that production 
would continue to decline and level off or would increase. 

Do you recall we were talking about that just a minute ago? 

Secretary Humprreys. Yes; I do. 

Senator Smaruers. I wonder if you would care to comment on 
that. I forgot to ask you that question. 

Secretary Humpnurey. I suppose that is going to be selective in 
various industries. There are some industries where I think this 
adjustment is taking place, and we are always adjusting, you know, 
we are never static; we are always adjusting someplace, and as this 
adjustment is operating, I think you will find that production will be 
increasing in certain lines, and maybe decreasing in others. 

Senator Smatuers. On page 16 of the Economic Indicators, it 
shows that in December of 1956, total industrial production was at a 
figure of 147; that in January, February, March, April, May, it de- 
clined until in May it indicated 143, total industrial production, which 
would indicate that the trend, as far as production and business 
activity, is down. 

Secretary Humpurey. Some leveling off. 

Senator Smatuurs. You feel that that trend will continue for some 
time? 

Secretary Humpurey. Well, I do not know whether it will continue. 
If the adjustment just rolls on in that sort of way, I think it probably 
would be a very salutary thing. It would help us all along the line. 

Senator Smaruers. If it continued to go down just a little bit? 

Secretary Humpurey. Just a little leveling out. 

Senator Smatruers. It is your opinion that that would create un- 
employment and things of that nature? 

Secretary Humenrey. Not if it is just a little. Not if it just levels 
off and we have just a continuing adjustment, first here and then there. 

Senator SmatHers. Do you think that that would result in less 
operation at plant capacity in many of the firms? 

Secretary Humpurey. In some lines, there would be a little, and 
in Others not. It is again, as I say, it will be an adjustment, and 
that, you see, Senator, is the happiest thing that can happen to this 
country, because if we let these excesses grow, if you let demand go 
and excesses do reach a point where the whole thing lets go at once, 
that is when we have a lot of trouble. 

‘ Now, if it can just happen a piece here and a piece there, readjust 
here and readjust there, a piece at a time, that is when we have our 
best times in America. 

Senator SmatHers. Some people might call this lessening of 
roduction a recession. How far would it have to go, do you think, 
efore it might fall in that category? 

Secretary Humpurey. Well, we had a lot of questions about terms 





before, and we had the terms “‘rolling readjustment,”’ and ‘‘recessions.” 
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We had some people talking about a “depression.’’ So you can go on 
down the scale, depending upon what happens. 

Senator Smaruers. That brings me to a thought about the increase 
in prices. 

Secretary Humrurey. Let me just hasten to say, I do not see any 
recessions or depressions, or anything of that kind, in the offing. All 
I see is what looks to me like an adjustment which is taking place, 

Senator SmatTHers. An adjustment. 

And the fact that production, if it should continue to go sort of 
gradually down, that would not alarm you? 

Secretary Humparey. Here and there. 

Senator SMarHers. Even though it might result in some unem- 
ployment? 

Secretary Humpurey. Well, I do not really believe it will result in 
any marked unemployment. I think that as one moves one way and 
another moves another, that you will absorb it back and forth. I 
think there may be some shifts. We are always having these things. 
These things are always going on. 

Senator Smarners. As we look at the figure which we just looked 
at, where the decline in production was shown, and look over on page 
10 of Economic Indicators to the expenditures for new plant and 
equipment, we see that figure is going up, do you not think that might 
result in a dangerous imbalance, so to speak, in our economy if it 
continues that way? 

Secretary Humpnrey. I think that is leveling off in the last few 
months. 

Senator SmarugErs. In other words, you think the—— 

Secretary Humpnrny. I think it is beginning. 

Senator SMarHers. You think the plant expansion is also leveling 
off? 

Secretary Humpuruy. Beginning to level off. 

Senator SMatuers. Do you believe our economic machinery, Mr. 
Secretary, should operate at full capacity, or do you think as a Nation 
we are better off if it operates at a limited capacity? 

Secretary Humenrey. No, I think that we want to operate at a high 
capacity. 

Senator SMaruurs. Well then, how can you believe we should 
operate at a high capacity, and then say that you think this is a good 
sign where we see the total production is going down at a time when 
we are increasing our plant expansion? 

Secretary Humpurey. I do not believe it is going down enough to 
interfere with the high capacity operation. Again, I say I think this 
is just anadjustment. All I see here are just adjustments taking place. 

Senator SMaruprs. It is not a rolling readjustment. It is just an 
adjustment? 

Secretary Humpurey. That is right. 

Senator Smaruers. Mr. Secretary, do you believe that the merease 
in the steel price of $6 a ton, I think it is, on raw steel, or $155 on 
finished steel, do you think that is going to lessen—— 

Secretary Humpurey. It is not $155. 

Senator SMarHurs. What was it, $6—anvway, $6, the increase 
which is going to be brought about in the price of steel; do you think 
that that will lessen the demand for steel? 
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Secretary Humpurey. It is very, very hard to tell. Of course, any 
commodity, as the price rises, it tends to limit the breadth of its 
market. 

And, as I said, in talking to Senator Long the other day, I do not 
know what straw breaks the camel’s back, but you know if a commod- 
ity rises too far, it prices itself out of the market; and it does not price 
itself out of the market all at once, it prices itself out of this little 
market here, or that little market there, and as it continues to rise, 
those little markets accumulate, and its market contracts. 

Senator SmatHerRs. You would agree, would you not 

Secretary Humpurey. And substitutes come in. 

Senator SMATHERs (continuing). That steel is almost as important 
to the American economy as oxygen is to the human body and that 
there would be no way for us to operate the economy, under any terms, 
if we did not have plenty of steel? Would you agree, therefore, that 
there must be always a demand for steel? 

Secretary Humpurey. Yes. But steel can—and I will not limit it 
just to steel—any commodity, including steel, can price itself into a 
position where substitutes come in and take part of its market. 

And as those substitutes come in, it is very difficult to replace them. 

Senator SmatHers. Do you see any prospect of a substitute for 
steel being immediately developed? 

Secretary HumpHrey. Well, not so you are going to eliminate all of 
steel, but there are lots of substitutes for steel that come into a market 
when the price moves to a certain point—aluminum, cement. 

Senator SmatHers. Do you think that is liable to happen in the 
face of this increase—— 

Secretary Humpurey. Well, I do not know. 

Senator SmaTHERs (continuing). Of the steel price? 

Secretary Humpurey. I do not know to what extent this will be 
affected, but, as I say, you never know which straw will break that 
camel’s back, but you look around as you go through the country and 
see the aluminum roofs and the aluminum sheeting, and all that is 
going in. 

Look at the tremendous growth in the use of aluminum sheets, 
which, except for aluminum, would be steel. 

Senator SmatHeErRs. You agree, of course, that this increase in the 
price of steel will have an inflationary result, do you not? 

Secretary Humpurey. I think it will have. As I said yesterday, 
I think this will have a tendency to increase costs over the wide area 
in which steel is used. 

Senator Smaruers. In other words, when the cost of a necessary 
item goes up, in some sense, it is inflationary. 

Secretary Humpurey. That is right. 

Senator Smaruers. Is thas true of money? 

Secretary Humpurey. | think that is right. Interest is both infla- 
tionary and deflationary, as I said the other day. 

Senator Smatuers. You think high interest costs are inflationary? 

Secretary Humpnrey. It is both. It operates both ways, as I said 
the other day. 

Senator SmatHers. Can you give me an illustration, real quickly, 
of how it operates both ways? 

Secretary Humpurey. Yes; I can. 

As the interest rates go up, the cost to you as a manufacturer is a 
little more, so that your tendency is to try to increase your price to try 
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to recoup those extra costs, because over a period of time you have 
got to cover your costs or more, or else you go out of business. 

_ So it tends to push the price of your goods up as your interest rate 
rises, 

At the same time, as that interest rate rises, it tends to deter you 
from increasing your plant and from starting a new building program, 
which will in turn have you entering the lumber market and the brick 
market and the labor market and other markets and bidding to bring 
those things in, bidding against me to get the lumber and put the price 
of lumber up. 

It works both ways: It deters you from expansion, and increases 
somewhat your costs. 

Senator Smaruers. The question occurs to me, if it is inflationary 
and deflationary at the same time, what, then, is the purpose of having 
increased interest rates? Why does this administration support in- 
creased interest rates if it is both inflationary and deflationary at the 
same time? 

Secretary Humpurey. The interest rate is a result of a limitation 
of credit, and you bid for that just as you would bid to get lumber. 

If you and I both want some lumber, you will bid to get it and you 
will pay more for it than I will and you will get it. 

Now if there is only so much credit available, and you bid for it, 
then the interest rate goes up. 

As between the two, while it has both aspects, both inflationary and 
deflationary, the deflationary, I think, is more effective in times like 
the present, than the inflationary. 

I think the deflationary effect far exceeds the inflationary effect. 

Senator SMarHeErs. I am pretty simple about this, but if it has an 
inflationary effect on the one hand, and a deflationary effect on the 
other, then the only purpose in letting interest rates go way up, the 
only one that then benefits from it is the fellow who has got a lot of 
money to lend; is that not right? 

Secretary Humpurey. No, no. It helps to stabilize the price level. 

Senator SmatrHers. Well, it stabilizes it because it is deflationary 
and inflationary at the same time. 

Secretary Humpnurey. Because it curtails the demand, it curtails 
your demand. I cannot give it clearer than just you yourself running 
a business. It does increase your costs, which tends to increase your 
price. But it also deters you from going into the market and bidding 
for other things. 

Senator Smaruers. If—— 

Secretary Humpurey. And that is a more important thing than the 
effect on your cost. 

Senator SmatHers. What, then, is the net gain to anybody in 
having high interest rates? 

Secretary Humpurey. The net gain is that there are less bidders 
for short goods. 

Senator Smatuers. Well, those who have the necessities, just as 
you have got in steel and a few items like that, of course, the interest 
rate has little effect on them. 

But let us take housing, where the interest rate plays a big part, 
there it just means people who have not, do without; and the people 
who have, get some advantage. Is that not right? 

Secretary Humpurey. It means a postponement of some lines in 
the bidding contest. 
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Senator SmarHurs. And the one who has to postpone is the one 
who is, unfortunately, I guess, in our free-enterprise system, the one 
who has the least to start with. 

High interest rates aggravate an already bad situation, does it not, 
in that respect? 

Secretary Humpurey. Not necessarily. 

Senator SmarugErs. You think it does not? 

Secretary Humpnrey. | think it improves the situation, because 
otherwise the price of that commodity would rise much more than 
the interest costs, if the bidding continued for that commodity. 

Senator SmMatHers. Mr. Secretary, I did not mean to get off on 
the interest rate. I promised myself I was not going to ask you that, 
and I know you are getting tired, and we want to get through here. 
I am supposed to be talking about mergers and small business and 
things of that nature; at least that was the limit I set for myself and 
I certainly have not kept to it. 

Back to this matter of number of manufacturing firms—I have 
information obtained from the United States Department of Com- 
merce, Office of Business Economics, June 20, 1957, which discloses 
that as of December 31, 1952, there were in existence 326,900 manu- 
facturing firms; June 30, 1953, one year later, 326,600; as of December 
31, 1953, 321,800; June 30, 1954, 317,600; December 31, 1954, 312,500; 
June 30, 1955, 311,400; and as of December 31, 1955, 308,000. 

In other words, there is a loss of 18,900 manufac turing firms since 
December 1952, a 5.8-percent drop. 

(The table referred to is as follows:) 


Number of manufacturing firms drops 


a Re te si chp ME Si ans ce cas A 
I en erg cs in pete nin arate ; Coad 326, 600 
ew eee. So ees eh ee a eee Wat a. O81, GUO 
June 30,' 1954. ._._..-- PHS 9S SBE. Ul0 Ji £25387, 600 
NN NER 3 ho os le arr ble: ata ; tide 312, 500 
ao? | a ee FE a ee PSS 2x _ 311, 400 
RE ER ne Sw npn aon é , 308, 000 
eee ee YE eee SPRUCE RTS FE 118, 900 


15.8 percent drop. 
Source: U. 8S. Department of Commerce, Office of Business Economics, June 20, 1957. 


Senator Smatuers. Mr. Secretary, would this indicate to you that 
small-business manufacturing firms—of course, this may not actually 
be small business, but I can presume from our merger figures and 
consolidation figures that it probably was small business that was being 
dropped out. * What do you think about this trend that we see here? 

Secretary Humpurey. I think this is part of the postwar adjust- 
ment of shifting from military supplies to goods made for general 
consumption. It is the kind of thing I was talking about a minute 
ago, where if I was in a business making shells and something or other 
and I saw that business was probably going to peter out, and so I 
would join up with you, who were making refrigerators or something 
of that kind. 

Senator SmMatueErs. In other words, you think that possibly this is 
just a merger and consolidation which we talked about earlier? 

Secretary Humpurey. [| think that is what it is: for diverst‘ication 
and shifting out of products that are declining and into new products 
that are developing. 

Senator SMatruers. But you agree 











wa Nw 


essooosce 








FINANCIAL CONDITION OF THE UNITED STATES 393 


Secretary Humpnurey. If you do not do that, you sooner or later. 
just go out of business. If you keep on making nothing but horse 
collars, why, after awhile, there will not be any demand for horse 
collars and you are out. 

Senator Gorr. Don’t you love horses? 

Secretary Humpurey. I do not say saddles, but horse collars. 

Senator SMaTHERS. You are not particularly worried in this drop. 
in figures because you explained it away by saying there is just a 
merger or consolidation or diversification? 

Secretary Humpnrey. I do not think the trend you indicate is any- 
thing to be concerned about. I think it is a perfectly natural de- 
velopment. 

Senator Smaruers. Well, all right, sir. Let me just give you 
another table. 

(The table, Business Failure Statistics, 1900-1956, is as follows:) 


Business failure statistics, 1900-56 


Total lia- Number of 





Business | Rate of 

















Year failures | failure per bilities liabilities 
| 10,000 firms | over $100,000 
| } 
| | 
12, 686 | 48 | $562, 697, 000 1,071 
10, 969 | 42 | 449, 380, 000 856 
11,086 | 42 | © 462, 628, 000 860° 
8, 862 | 33 | 394, 200, 000 787 
7,611 | 29 | 283, 300, 000 530 
8, 058 | 31 | 259, 500, 000 432° 
9, 162 | 34 | 248, 283, 000 416 
9, 246 | 34 | 308, 109, 000 538. 
5, 250 | 20 | 234, 612, 000 397 
3, 474 | 14 204, 612, 000 371 
1, 129 5 | 67,349, 000 125 
809 4} 30, 225, 000 50) 
1, 222 | 7 | 31,660,000 46 
3, 221 16 | 45, 339, 000 66 
9, 405 | 45 | 100, 763, 000 123 
11, 848 | 55 | 136, 104, 000 163. 
13, 619 63 | 166, 684, 000 219 
14. 768 | 7 182, 520, 000 227 
12, 836 | 61 | 246, 505, 000 283 
9, 490 | 46 | 183, 253, 000 287 
9, 607 48 | 203, 173, 000 322 
12, 244 | 62 | 310, £80,000 553 
12, 091 | 61 | 333, 959, 000 67 
20, 307 | 100 | 457, 500, 000 97% 
31, 822 | 154 | 928, 300, 000 1, 625. 
28, 285 | 133 | 736, 300, 000 1, 055 
26, 355 | 122 | 663, 283, 000 947 
22, 909 | 104 | 483, 250, 000 744 
23,.822 | 109 | 489, 559,000 |_..........__- 
23, 148 | 106 | 520, 104,000 |_......--____- 
21, 773 | 101 | 409, 232,000 |......._--_.. 
21, 214 | 100 | 443, 744,000 |__....--..___- 
20, 615 | 100 | 543, 225,000 |.........._._- 
18, 718 | OS | SOR 008 Gt... is... 
23, 676 | 120 | 623, 896, 000 | _ ide 
19, 652 | 102 | 627, 401,000 |._......._._- 
8, 881 | 48 | 205,121,000 }.........._.-- 
6, 451 | 37 | 153, 201,000 |.............. 
9, 982 | 59 | 163,019,000 |_......._____- 
13, 855 | S| - 30 60 ee 
16, 993 | 100 | 196, 212,000 j........-.-2.. 
22, 156 | in <a 
18, 280 | 118 | 357,908,000 |_.......____- 
16, 037 | 98 | 272, 672,000 |____. BE, 
15, 452 | 100 | 2S 117,000 }......--.-2: 
13, 441 | SB’ | 701, 668 000 F_.-..: 52. 
12, 652 | 94): 20), F004 cn dg 
12, 924 | 7 | 154,608,000 |......_..-. 
15, 690 108°} 222,315,000'|.......-____. 
11, 725 83 | 197, 385,000 |__- 
10, 682 77 | 119,201,000 }__...____- 
11, 520 85 | 102,676,000 ;.....-..._. 
12, 199 93 | 146 Soe bk 
12, 069 | 94 | 155,444,000 |__.-..--____- 
11, 615 93 | 117,476,000 |__.____- 
11, 002 O'| 198 OO: 000 1... 5... 
10, 774 92 | 138, 495,000 |_...........- 
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Senator SMatHers. You say in your statement: 


Even more important to the smaller firms is the general prosperity of the past 
4 years. 


On the next page you say: 

During the past 4 years, 500,000 new business corporations were formed in the 
United States. Of course, not all succeeded. A free economy is not a riskless 
economy. During that period, 44,000 enterprises—noncorporate as well as 
corporate—failed, but that is lower in relation to the number of new corporations 
formed than during the preceding 4 years (34,000 failures and 355,000 new 
incorporations). 

Mr. Secretary, this premise is based upon new corporations and the 
use of these figures, in my opinion, is susceptible of a misunderstanding. 
Is it not true that these figures could shift back and forth, in other 
words, partnerships moving to corporations and 

Secretary Humpurey. Yes. 

Senator SMarHERs. Just as you were talking about a moment ago? 

Secretary Humpurey. Yes, that is correct, they could. 

Senator SMarHers. With respect to businesses diversifying? 

Secretary Humpsrey. That is correct, they could shift from one 
form to another. 

Senator SMarHers. Are you aware of the fact that not only has 
the actual number of business failures been rising, but the rate of 
failures in terms of the total number of firms in existence also has 
been rising? 

Secretary Humpnurey. Well, the total number have been rising, but 
whether it is in relation to the firms or not, I do not know, Senator. 

Senator SmMatuers. A Dun & Bradstreet report shows that the 
rate of business failures—and I think that is what you have got in 
front of you. 

Secretary Humpureys. Yes, sir. This is your table 5. 

Senator SMATHERS. Y es. The rate of business failures per 10,000 
firms has risen from 29 in 1952 to 33 in 1953, to 42 in 1954 and 1955, to 
48 in 1956, and for the January-April, 1958 period, it rose to 55, an 
increase of 89 percent of business failures since 1952. 

Now, if these past 4 years, Mr. Secretary , in your words, have been 
so helpful to the small-business people, how do we account for this? 
How do you explain that? 

Secretary Humpurey. Well, I explained it just as I did before with 
the other table. If you will look a little further down on your table, 
you will see during the war years your failures got down to only 74 
and 75 in 3 years. Now, if you will take those and relate them to any 
of the others, you will see that it is a terrific percentage of change. 
But I do not think that is illustrative. 

Senator SmatHers. We can go back to 1932, the depression era, 
and we can get a lot of business failures. 

Secretary Humpurey. That is right. 

Senator SMaTHeRs. But I am ta iking just in the 4 years or 3 years, 
if we are going to talk about it in relationship to administrations. In 
the last years, since 1952, failures have increased 89 percent. 

Secretary Humpurey. Well, I think that probably a fair way to look 
at it is to take this rate per 10,000 firms column and then to take the 
prewar years, 1940 and prewar for a few years, and take these years. 

I think that this is a postwar adjustment that is taking place. 
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Senator SmatuHeErs. I would say this to you, Mr. Secretary, I would 
not even mention this past 4-year period if it were not for the fact 
you say in your statement: 

. Even more important to the smaller firms is the general prosperity of the past 
years. 

Secretary Humpnrey. I think that is right. 

Senator SMatHERS. When you mentioned the past 4 years, I cannot 
help but look at these statistics and see there has been an increase in 
business failures of some 89 percent. It is very difficult for me to 
reconcile that with your statement. 

Secretary Humpnrey. But it is relatively a small rate of total busi- 
ness failures and the prosperous times have built many, many other 
stronger businesses. ‘There has been an increase in business failures; 
these figures show that. 

Senator SmMatuers. All right, sir. 

Now, I wanted to have you look at table No. 6. We had this once 
before but we never did quite get agreement on it. I do not know 
that we will get one now. 

(The table, ““Number of bankruptcy cases filed in the years indi- 
cated,” is as follows:) 


Number of bankruptcy cases filed in the years indicated 


Fiscal year Merchants Manutfac- Others in Total 
turers business 
IUD... .th.taah ibook bodiinschieh osu biientidewbeed 236 201 821 1, 258 
Minds iicccnlndett igs dinichas martininhl adtnenidatete radiant 631 596 1,416 2, 643 
IN aiid detsnichs oAs calsh rasa ties whet nce eaten en 1, 338 808 2, 546 4, 692 
ane lis eee Ee ae en aa 1, 969 853 3, 664 6, 486 
chi alicia disiddthd idte daddies dgimdddadaels 2, 565 803 4, 568 7, 936 
Mitdigstssvehithdinnttveepnneedilaasdctigont 2, 360 522 4,173 7, 055 
SE ta ddaupadsaethidiinsdn cannes auedaiineaedaiia 2,319 532 3, 358 6, 209 
Psa bike ngh cndiglal wens Sonciiaindinawnmlinn haan 2, 402 518 3, 498 6, 418 
RE coils hiahitiy wit dinetenaanin sia abit iaaaonpnap aataiain 3,191 745 4, 476 8, 412 
Phe child cédb cbt $s ceetpidccscbceecamdade 3,317 750 4, 515 8, 582 
Eesti ni inbis enka bein nine schadea apdoieeda 3, 155 730 4, 981 8, 866 


Source; Edwin L. Covey, Chief of Bankruptcy, the United States courts. 


Senator SmMatuers. These figures obtained from the Chief of 
Bankruptcy of the United States Courts indicates that in fiscal 1956 
the number of bankruptcy cases filed by business concerns was the 
highest in the postwar era. The total number of such cases filed in 
fiscal 1956 was 8,866, which exceeded by better than 900 the number 
of cases filed in 1950, the worst year under the prior administration. 

I also note that in 1956 there were 3,155 cases filed involving 
merchants. This is 23 percent greater than the poorest year of the 
prior administration, 1950. 

Now, this steadily mounting rate of bankruptcies seems to me to 
be a serious thing, and I know you are concerned about it. 

Do you believe that this justifies your statement that— 

— more important to the smaller firms is the general prosperity of the past 
years. 

Secretary Humpurey. Yes. You see, there is an increase in these, 
as is very obvious; it has been increasing almost every year since the 
war, and I think there is probably a pretty good reason why it does 
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increase almost every year since the war. But the total is still rela- 
tively very small. 

Senator SmaruHers. In other words, even though there is an in- 
crease ——— 

Secretary Humpurey. It is still very small; it is all very small. 

Senator SmMaruers. You are, then, not concerned about it? 

Secretary Humpnarey. I am concerned, of course, about anything 
of that sort, but I am not concerned about it as a factor which is 
going to be disturbing to the economy. 

Senator SMarHEeRs. You do not believe that the increase in business 
failures and the increase in bankruptcies have gotten to the point 
where it is sufficient to disturb you yet? 

Secretary Humpurey. Not to disturb the economy. 

Senator SMatHERsS. Do you have any idea how serious it would have 
to be before you would get disturbed about it? 

Secretary HumpHrey. Well, it would have to be considerably more 
than it is at the present time, as indicated by these previous years. 

Senator SMatrHeRs. But you agree there is a trend upward with 
respect to bankruptcies and business failures? 

Secretary Humpnrey. I think the postwar adjustment is going on, 
and it is akin effect in failures in places and it is taking effect in 
mergers in places. 

Senator Smaruers. In other words, this is again in the nature of 
an adjustment? 

Secretary Humpurey. It is still part of the adjustment that is 
going on. 

Senator Smatuers. Mr. Secretary, you mentioned in your state- 
ment: 


In addition, we have made vigorous efforts to see more defense work is sub- 
contracted to smaller business— 


and so on. 

I happen to be the chairman of a Small Business Committee which 
is trying to get the Government to do more with respect to small 
business. According to the statistics furnished by the Defense De- 
partment, in fiscal 1954, small business received 25.1 percent of the 
procurement dollar. In 1955, this dropped to 21.8 percent. In 1956, 
it dropped to 19.6 percent. The first 9 months of this fiscal year, the 
figure was only 16.9 percent. We had a very able Mr. McGuire, from 
the Defense Department, who was over just the other day, who 
deplored this very much and said he did not quite know what they 
would do about it, but they were going to try to make some effort. 

I want to ask you: Does this look like the vigorous efforts of the 
Treasury Department? This was your statement: 

We have taken very vigorous steps to see that more defense work goes to 
smaller firms. 

It appears to me, from these figures, that it has not been. Instead 
of getting more defense work, they are getting less. 

Secretary Humpurey. I think that is correct, Senator, and I still 
think my statement is correct. The President is himself concerned 
about it: He has talked about it, and all of us have talked about it. 
Te difficulty with tue tiing is tnat—let us take a B52. I just do 
not know how a small business is going to make a B-52. Let us take 
a guided missile. How is a small business going to make a guided 
missile? 
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Now, they may be able to make some little parts of it, and they 
can farm out some little parts, but the fact is that our governmental 
expenditures, our defense expenditures, are going into highly tech- 
nical, highly complicated, big things—expensive, very expensive things. 
And I just think that we would not get a B—52 made in I do not know 
how long if we tried to parcel it all out to a lot of little firms. You 
have got to have some big companies to build these big things. 

Senator SMatuers. On the surface, I would have agreed with you, 
were it not for the fact that we had the Defense Department before 
our Senate Small Business Subcommittee break down the amount of 
contracts which they thought were suitable for small business. 

In other words, even though they are making B-—52’s, and even 
though they are making highly complicated electronic items, there 
are certain items suitable for small business. I want to read you what 
the figures are in this particular field. The Defense Department shows 
that, of the total contracts suitable for small business, there has been a 
steady decline, percentagewise, going to small business. In the fiscal 
year 1953, small-business firms received 74.2 of the procurement 
dollar contracts suitable for small business, and 71.4 percent, a drop 
of 3 points, in fiscal 1954; 69.4 percent in fiscal 1955; 63.8 percent in 
fiscal 1956. And, the first 9 months of this current fiscal year, the 
percentage dropped to 57.6. This represents a 22-percent decrease. 

Now, I remind you, this is in the procurement dollar suitable for 
small business, and these are the figures of the Defense Department. 
We do not make these up. It would indicate to me that Treasury 
Department efforts have not been vigorous enough in this field. 

Is that not the conclusion that you would arrive at? 

Secretary Humpurey. It may be. I know that the intention and 
the desire to accomplish it is there, and perhaps the accomplishment 
is not as good as it should be. 

Senator Smaruers. All right, sir. We talked about the excess- 
profits tax, so we will skip over that. 

Let me ask you this question: I noticed in a column the other day, 
and I would be interested in knowing whether you believe it would be 
helpful to small business if we repealed the 3-percent excise tax on 
transportation? 

Secretary Humrurey. I think any reduction in tax is beneficial to 
business. 

Senator SmatHers. As you know, common carriers have to pay 
a 3 percent excise tax which increases the cost of transportation 
to those who use these facilities. 

Secretary Humpurey. Yes. 

Senator SMatHers. Whereas what has happened is, as you well 
understand, that the private concerns with lots of money are going 
out and buying their own trucks and carrying their own goods, with 
the result they do not have to pay the tax. Small business firms 
say this transportation tax is unfair to them and it results in discrim- 
ination against them because they do not have the money with which 
they can buy trucks and have their own transportation. 

You say then that you do believe it would be beneficial if we took 
off this 3 percent excise tax? 

Secretary Humpnrey. I said any reduction in tax. 

Now, if you are going to reduce taxes, that involves a study of what 
are the proper taxes to take off. But I am sure that you can find 
anybody who pays any tax will feel much better if his tax is reduced. 
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Senator Smatuers. There is no doubt about that, but what I am 
thinking of, trying to relate this to small business 

Secretary Humpurey. I am not prepared to say that the tax that 
would do small business the most good—if you are going to just take 
off a tax, I am not at all prepared to say that the transportation tax 
would be the one of all the hiews you might do. 

Senator Smatuers. But if you are going to take off taxes. 

Secretary Humpurey. Then you ought to study very carefully to 
see which of the various things are the best to do within the means 
you can afford to give up. 

Senator SMatHers. You can well appreciate that particular tax has 
a discriminatory effect on the small-business man who does not own 
his own transportation facilities. 

Secretary Humpurey. I think that would bear a good deal of study, 
because there are a lot of small truckers very hungry for business, and 
I am not at all sure that they cannot operate more efficiently at less 
cost than a business running its own line. 

Senator Smatuers. Of course, if that were the case—— 

Secretary Humpurey. And the cost of a truck is not too great. 

Senator Smatuers. Well, the fact is that the more successful 
companies who have the money to invest, own their own trucks. 
That is true of those who have got the money to invest. 

Secretary Humpurey. Investment in a truck is not so great that it 
is beyond the people’s capacity 

Senator Smatuers. Of course, small business, Mr. Secretary——— 

Secretary Humpurey. Dollars count, I know that. 

Senator Smatuers. That is right. 

Since they must borrow the money and pay an increased interest 
rate on it, it makes it pretty difficult for them. 

Now, the President’s Cabinet Report on Small Business made cer- 
tain recommendations with respect to small business. Some of these 
recommendations are as follows: One, that taxes imposed on business 
corporations be modified by reducing the tax rate from 30 percent to 
20 percent on incomes up to $25,000. 

Two, that businesses be given the right to utilize, for purchases of 
used property not exceeding $50,000 in any one year, the formulas 
of accelerated depreciation that were made available to purchasers 
of new property by the Internal Revenue Code of 1954. 

Three, that corporations with, say, 10 or fewer stockholders be given 
the option of being taxed as if they were partnerships. 

Fourth, that the taxpayer be given the option of paying the estate tax 
over a period of up to 10 years in cases where the estate consists largely 
of investments in closely held business concerns. 

Now, why in the light of that report which was made by the Presi- 
dent’s Cabinet Committee to help small business, has not some recom- 
mendation come over to the Congress so that we could put any one 
of these or all into effect? 

Secretary Humpurey. The Treasury’s position, my own position 
in the matter is this: that we are on such very narrow grounds, that I 
have advocated the retention of all of our taxes. I have not felt that 
we had any room for tax reduction; and I have not favored piecemeal 
reductions, just a little here and a little there just because there are 
so many people who do have tax hardships and are entitled to some 
consideration. Unless you have enough to do a job to help with a 
lot of hardships, I think it is very unfair to just pick out anyone. 
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So purely because we did not have the money, because we cannot 
afford it, I have been opposed to tax reductions. I am very much in 
favor, always you know and have always been, in favor of tax reduc- 
tion the minute we can afford it. 

Senator Smaruers. You said that you thought there were so many 
people that were suffering hardships that we should not have a piece- 
meal tax reduction bill? 

Secretary Humpnrey. That is right. 

Senator SMarHers. Would you be in favor, when we do have a tax 
reduction bill, to take care of those people who had hardships first? 

Secretary Humpurey. Yes, sir; first. 

Senator SMarHers. And you would put in that category the small- 
business man, I assume? 

Secretary Humpurey. Yes, sir. 

Senator Smatuers. All right, sir, thank you very much. 

Mr. Secretary, with respect to the rapid writeoff provisions, do you 
know how much of that, if any, in the last 3 or 4 years has gone to 
what we would call small-business men? 

Secretary Humpurey. No, I do not, but I would think that it 
would be a relatively small percentage. 

Senator Smatuers. That is right. The small-business share of the 
total writeoffs certified by ODM for the period 1952 to 1953 was 13.4 
percent; 1954, 11.9 percent; in 1955, 5.9 percent. We were unable to 
get the figures for 1956. 

Secretary Humpnurey. I have opposed that, as you know, Senator. 

Senator Smatuers. Yes, sir. All right, sir. 

Now, Mr. Secretary, I want to ask you just 2 or 3 more questions, 
and then I will stop. Are you familiar with the Standard Factors 
Corp. of New York City, an organization which has been makin 
some studies with respect to credit, the effect of credit on smal 
business? 

Secretary Humpurey. No, I am sorry, I do not. 

Senator SmatHers. They have made a finding that small-business 
bank credit is decreasing—the first Standard Factors survey covered 
727 manufacturing companies. I refer you to table No. 8, if you 
would care to look at it, sir. 

(The table, ‘Percent of 727 manufacturing companies having a line 
of bank credit, March 1955 and March 1956 by size of company,’’ is 
as follows:) 


Percent of 727 manufacturing companies having a line of bank credit, March 1955 
and March 1956 by size of company 


Percent of companies with 
bank lines March— 
Net worth of company 


1955 1956 
a i iE ia ke 53 18 
ed ee eg eee! 82 44 
SMU NNENEII. cL 15410. 1. Lo doashliddednashehadistnaedelbe 94 79 
Te ee ee 99 98 
OLN J ccs. aiden kha concaddttanetenbhieee 99 98 
VEE I Stith ha eb tdib bad hnd4dendededashcheethksdecqankhsbebiesaacaen 99 99 


Source: Standard Factors, Inc. 
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Senator Smaruers. It found that, while in March 1955 89 percent 
of the firms had a line of bank credit, 1 year later only 53 percent had 
such eredit lines. And, significantly, the smallest firms were the ones 
hardest hit. Of the firms with net worth less than $25,000, 53 percent 
had credit lines with banks in 1955, but only 18 percent had credit 
lines a year later. 

Whereas, on the other hand, firms with net worth of more than 
$2.5 million suffered no loss in bank credit lines whatsoever. 

Then they made a followup study in November and they found 
that many large corporations were turning to the banks to cover 
capital spending rather than rely on the bond markets. The report 
stated this: 

This tendency to lower long-term credit and use renewable short-term bank 
loans decreases the pool of short-term bank money available to small borrowers 
who have no other source of financing. This trend makes bank credit even 
tighter than it would ordinarily be, and it is critically pressing small business. 

Mr. Secretary, do you feel that the tight-money policy, in the 
light of these particular statistics, is helping small business get credit? 

Secretary Humpurey. I think it is helping the whole economy, 
as I have said. Alli a line of bank credit is, is an invitation to come 
into the bank and talk about a loan within a certain amount of time. 
It does not assure the making of a loan. It is simply a relationship 
for discussion of a loan, if you qualify to get it when you ask for the 
loan, and 

Senator SmatHers. Do you consider the man who comes in to a 
banker and states that he would be interested in obtaining a loan— 
that he is an applicant for a loan—would you classify him as an 
applicant for a loan? 

Secretary Humpurey. The man who does what? 

Senator SMaTHERS. The man who comes in and talks to the banker 
in the first instance and says he is interested in getting a loan, and 
says, “Here is what I need and here is what security I have.’’ Do 
you consider that man to be an applicant for a loan? 

Secretary Humpnrey. If he sought to borrow. 

Senator SmaTHeERs. If he sought to borrow. 

Secretary Humpurey. For what he wanted, then he would be an 
applicant for a loan. 

Senator SmaruHers. Do you know the Small Business Administra- 
tion does not consider such a person an applicant for a loan? 

Secretary Humpurey. What do they call him? 

Senator Smatuers. They do not call him anything. As a matter 
of fact, they do not even recognize him. That is one of the things 
that is a little bit misleading with the Small Business Administration. 
The figures which we have indicate that they have made more loans in 
the last couple of years. 

Secretary Humpurey. That is right. 

Senator SMaTHERS. But, with respect to the total number of 
applicants which are coming in—and, the best we can get, it is that 
there are about an average of 8,000 a month going to the Small 
Business Administration in the various offices around the country. 
According to the Small Business Administration report, they only list 
that total, I think, of 4,000 applicants receiving it. The way they 
make these figures, jockey these figures—I do not say ‘“‘jockey”’ in 








an unfriendly way; I just mean they use them to their advantage. 
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Secretary Humpnrey. They just jockey. [Laughter.] 

Senator SmarHers. They only consider as applicants, those who 
have actually had their applications processed up through the offices 
and receive final review. 

Secretary Humpnrey. | see. 

Senator SMATHERS. I would like to read for the record excerpts 
from a report filed by the Select Committee on Small Business in the 
House of Representatives, which says: 

Although the restriction of the maximum loan limit was increased from $150,000 
to $250,000 by the 1955 amendment to the Small Business Act, we find that, 
conversely, the average size of loans made by the Small Business Administration 
has declined. The average size of Small Business Administration loans declined 
from $53,000 as of December 31, 1954, to $49,000 for the 6 months ending Decem- 
ber 1955, to approximately $39,000 by June of 1956. 

From the foregoing it is clear that, in a period when small-business credit and 
capital problems had become more difficult, Government credit assistance to 
small business declined drastically. 

Then they went on to say, talking about if you get a loan from 
SBA you can certainly get it from a bank. 

It would, therefore, appear that an increase in SBA business-loan applications 
in 1955 would reasonably have been expected. Instead, business-loan applica- 
tions declined 27 percent and the amount of credit sought fell 31 percent below 
1954. It would, therefore, appear that the Small Business Administration failed 
to fill the gap wherever legitimate credit was not available to small business. 
This failure must be attributed to the failure to make expeditious disbursements 
of approved loans or of the imposition of restrictive contract conditions, in which 
case the agency must be censured. 

Mr. Secretary, I think you would agree, would you not, that the 
increase in the interest rate has made it more difficult for a small- 
business man to bring about expansion of his business? 

Secretary Humpurey. Well, I think what you mean is correct; 
you mean that the restriction of credit which has resulted in an in- 
creased interest rate 

Senator SmMaruers. That is right. 

Secretary Humpnrey. Has made it more difficult for people to 
borrow; that is correct. 

Senator Smatuers. The restriction in credit which has resulted in 
the increase in interets rates. Could you reverse it 

Secretary HumpHrey. When I say restriction of credit, what I 
mean is the restriction on the expansion of credit, because credit has 
expanded substantially. But it has not expanded as much as the 
demand and, therefore, there is a restriction on the expansion and the 
demand has gone on. Therefore, it is harder to borrow. The net is 
what you want to know; that it is harder to borrow. 

Senator SMatueErs. It is harder to borrow? 

Secretary Humpnrey. That is the net. 

Senator SmatrHers. And the increased interest rates 

Secretary Humpnrey. Is a part of it. 

Senator SmatuHers. If I am a small-business man and I go to my 
brother—let’s say he is a banker—for a loan, I probably would never 
get it from him. Let’s say I go to some other banker and say, ‘‘Let 
me have some money,” and he says, “‘I will let you have it at 4 percent.” 

Senator Gore. Five percent. 

Senator SMaTHERS. Six percent. 

Secretary Humpurey. Seven. [Laughter.] 

Senator Gore. That is the next move. 
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Senator Smatuers. That eliminates me. I am the small-business 
man who cannot expand under those circumstances, and, of course, 
that places a great restriction on my particular ‘operation. Mr. 
Secretary, for the record, I would like to read, if I may—Mr. Chair- 
man, I will not read it, ‘either, because I do not want to take that 
much time. May I insert it in the record? 

The CHarrMaNn. It may be inserted in the record. 

(The material referred to follows: ) 


[Excerpts from the Atlantic Monthly, February, 1957] 


ArE Livine Costs Out or ContTROL? 


The second side effect of monetary policy is on the competitive balance between 
large and small business. It would be hard to find a policy better designed to 
encourage the large and the strong at the expense of the small and the weak. 
When banks must limit credit, they are impelled to protect their oldest, strongest, 
and most reliable customers. These, in general, will be the larger firms. (For 
one thing, the large firm has the strength and reputation to take itself to another 
bank if it doesn’t already have multiple-banking connections.) As a result the 
burden of the cut falls on newer, weaker, less reliable—and smaller—borrowers. 
There will be many exceptions to this tendency, but the tendency is inescapable. 
In recent months commercial bankers have been sensitive about the suggestion 
that the smaller and weaker borrowers have been losing out. Some have come 
perilously close to claiming that their least valued clients get their first considera- 
tion. This is hardly plausible. These are wonderful! times, but banks are still 
not charitable enterprises. Nor, happily, have bankers yet become completely 
unbusinesslike. 

But the larger and stronger firm has other advantages quite apart from its 
warmer reception at the bank. Its resources may make it more or less independent 
of loans not only for operations but also for expansion. And the market power 
of the large firm allows it to pass higher interest costs along to its customers in 
higher prices. This the farmer and smaller businessman cannot do. 

The effects of monetary policy to date have accorded with these expectations. 
Smaller businessmen and farmers, having failed to experience the privileged treat- 
ment they are supposed to receive at the banks, have been complaining bitterly. 
The big corporations are evincing no similar distress. The failure rate of small 
business firms is now higher than for years. Earnings of small firms are at best 
unexceptional. At the other extreme, earnings of very large firms are near record 
levels, and their share of all corporate assets has been increasing. Curiously 
enough, despite the squeeze, bank loans outstanding have also been rising steadily. 
There is at least a possibility that those who have lost their lines of credit in the 
squeeze have merely given way to larger and stronger borrowers. 

While in principle everyone is in favor of the small-business man, it has long 
been clear that this affection is largely verbal. We grieve terribly over his fate, 
but not to the point of doing anything about it. And it is true that big business 
is here to stay and doubtless will get bigger. Nonetheless, we should recognize 
that monetary policy, as it is now being practiced, is a magnificent instrument for 
promoting centralization. A move at the present time to repeal the antitrust laws 
would, without doubt excite considerable opposition. But it might contribute less 
markedly to industrial concentration than a long continuation of monetary re- 
straints in their present form. These deny to the smaller and weaker firm the 
funds on which growth or even survival may depend. The large and the strong 
tend to get them. The consequences must be clear. 





[May 5, 1957, New York Times] 
THe MercHANT’s VIEW 
A VIEW OF SMALL-BUSINESS PROBLEMS DURING TIME OF HIGH TRADE VOLUME 
(By Herbert Koshetz) 


The period ahead does not look too promising, with tightening credit conditions 
and difficulty in obtaining funds for expansion. The time is fast approaching, 
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it seems, when Government monetary policies, unless they are changed, will 
bring a crisis for small-business men. 

Inadvertently, perhaps, Government policy has failed to take into account a 
trend that has been building up for several years. Large corporations often 
have found it expedient to utilize long-term bank credit for expanding opera- 
tions instead of going to the capital markets for funds. As a consequence, com- 
mercial banks began funneling resources ordinarily reserved for short-term loans 
into intermediate- and long-term loans and soon found themselves in a tight 
situation. 

FEW BIG DELAYS 


There have been few delays in planned expansion for large corporate enter- 
prises. But many small- and middle-size business men, while they have been 
able to obtain funds for seasonable merchandise needs, have been compelled to 
abandon ideas of enlarging operations unless they have had personal resources. 

The small-business man is getting a heavy dose of “‘segmentationitis,” a new 
way to describe his difficulties with the small-business segment of the total busi- 
ness pie. While the total pie was growing larger, shrinkage of the small-business 
segment did not bear down too heavily on the individual operator. 

ut where the pie stops getting larger, and it seems that such a time has been 
reached, the fight for shares of any given segment can become bloody. It will 
be a case of small business fighting small business as well as large business. And 


while the latter will find the going a lot tougher, survival will not be so difficult 
as for the small merchant. 


(June 18, 1957, Journal of Commerce] 
FINANCIAL SITUATION 
INTEREST RATES ARE RISING ALL ALONG THE LINE 


Interest rates are rising again as it becomes apparent that the restrictive credit 
policy will be maintained despite softer tendencies in the economy. 

The trend of rates is upward both in the short-term and the long-term sectors 
of the market for credit. 

Bond yields are moving upward briskly despite the drop in mortgage borrowing, 
the chief source of demand for long-term funds. This results from: 

1. The sharp increase in corporate bond financing, which is running well ahead 
of expectations. Public and private corporate bond offerings in the first quarter 
were almost tow-thirds larger than in the same period of 1956. 

Corporate managements are losing faith in an early downtrun in interest rates, 
and so are going ahead with bond financing to secure new funds and to pay off 
swollen bank loans. 

2. The upturn in financing by State and local governments. The tax-exempt 
market is al] the more sensitive to increased offerings because the commercial 
banks, formerly the chief buyers of tax-exempts, are largely out of the market. 

As yields on new offerings are lifted to assure their successful sale, yields on 
outstanding issues look unattractive by comparison and bond prices are marked 
down in consequence. 

SHORT-TERM RATES 


Pressure on short-term rates now stems in the first instance from Treasury 
offerings, actual and prospective. 

Despite the balanced budget, the Treasury has to come to the market repeatedly 
for refunding for the attrition on maturing issues and to pay off savings bonds 
presented for cash. Under present conditions such borrowing needs would be 
large even if the budget surplus were a good deal greater than is the case. 

ence, despite the slowing down in business and consumer borrowing, pressure 
from new Treasury offerings tends to lift short-term interest rates higher. 

As yields on Treasury bills and other short-term paper rise, both the prime 
lending rate of the banks and the discount rate tend to become out of line, along 
with other short-term interest rates. 


NO RELIEF 


No relief is to be expected in this situation so long as the Federal Reserve 
authorities continue to make the checking of the inflation spiral the primary 
objective of credit policy, regardless of softness in the economy. 
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As the impression spreads that control of inflation has taken the place of 
economic stabilization as the effective yardstick for Reserve policy decisions, 
borrowers tend to become more eager to cover their requirements in advance. 

This sustains the upward pressure upon interest rates. 


Senator Gorn. Would you yield off the record? 

(Discussion off the record.) 

Senator SmarHers. Mr. Secretary, you are familiar with Dr. Ray- 
mond Saulnier; are you not? 

Secretary Humpnrey. I am. 

Senator SMatHers. And you presume he is a respected economist? 

Secretary Humpurey. Yes, he is, and very able. 

Senator Smatuers. As a matter of fact, I think he works, does he 
not, with the President’s economic committee? 

Secretary Humpurey. He is the Chairman of the President’s Council 
of Economic Advisers. 

Senator Smatuers. Do you believe that he approves of the present 
administration’s policies with respect to small business? 

Secretary Humpurey. I do not know, Senator. So far as I know, 
he does. 

Senator SmatuErs. I would like to read you his answer to a ques- 
tion when he recently appeared and testified before the Joint Economic 
Committee. He says and I quote: 

I have no quarrel really with the policy that has been followed, one which since 
late 1954 has been moving toward greater tightness. But certain aspects of that 
policy seem to me to have been undesirable. Now, two in particular have been 
mentioned directly. One is the effect on housing, on home building, and home 
purchases. The other is the effect on small business. 

It was already becoming evident in late 1955 that small business concerns were 
having rather special difficulty in satisfying their credit needs. We saw this in a 
rather rapid pickup in the volume of applications for credit to SBA. 

Another aspect of that interested us. Without changing their credit standards 
at all, SBA was finding that an increasing proportion of its applications qualified 
for loan assistance. This meant that the average quality of the risk that were 
coming to SBA was improving. What this suggested to me was that increasingly 
small-business concerns, not concerns in trouble but concerns of pretty good qual- 
ity, were finding it difficult to meet their credit needs through the private banking 
system. 

Here we find, Mr. Secretary, the President’s own economic adviser 
saying he is concerned over what I think we could call this tight- 
money policy as it pertains to small business. 

Now, do you think there should be any change in this tight-money 
policy, can there be any change with respect to small business in line 
with what Dr. Saulnier apparently feels should be done? 

Secretary Humpurey. Senator, I do not think the change should be 
made until it is evident that we are leveling off, as I stated, and that the 
inflationary pressures are within control. I think that to make a 
change at a time when you have pressures that are pressing us up, 
unless we believe we see them altering, I do not think there should be a 
change made. 

On the other hand, I think that just as soon as it is reasonable 
to expect that these inflationary pressures are coming within control, 
that then our policy should be to make adjustments to begin to relieve 
the pressures on the other side. 

Now, we are between two sets of pressures. I have stated many 
times we must be flexible. We must not get into a groove and stay 
there arbitrarily. We must watch the movements just as closely as 
we can, and we must move between the gaining of inflationary pres- 
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sures and stability, and we must seek to maintain stability in whatever 
way we can, in an orderly effort to create it and to maintain it, and 
we ought to change to do that. 

Senator Smatuers. Do you think there is any possible way that 
any special legislation or consideration could be given to small business 
which would relieve them of the sort of harsh situation in which they - 
find themselves under these present policies? 

Secretary Humpurey. I do not know just how you could do it. 

SENATOR SMaTHERS. You would agree that, certainly, under this 
tight-money policy, it is the small-business man who is suffering 
the most? 

Secretary Humpurey. Well, there are many of them in number, 
perhaps—I do not know. I do not know whether it is home building 
or small business—I really do not know which is the most affected. 

Senator SmatrHErs. You do not know of any big-business man who 
is suffering? 

Secretary Humpurey. Oh, there have been some big businesses 
which have had some rather difficult times; yes sir. 

Senator SmarHers. Do not the figures show, however, that cor- 
poration profits and things of that nature are up, and that it is rather 
a prosperous period for big corporations? 

Secretary Humpurey. For some, for the great majority, yes; that 
is true. 

Senator SMatuHers. Yes. 

Secretary Humpurey. That is also true of small business, for the 
great majority, but there are difficulties both with larger concerns 
and with more smaller ones, more in number, but not in total volume. 

Senator SmMatHers. Do you know of any of these large firms with 
$10 million in assets and over that have gone into bankruptcy lately? 

Secretary HumpHrey. No, but I know of some that have some 
financial problems. 

Senator SmMatHerS. But they have been able to go out and borrow 
money where some small businessman has not. Mr. Secretary, I am 
sorry — said that the majority of small businesses were better off in 
your last statement, because that means I should go back to these 
figures and try to convince you that is not the case. I will not do 
it, but merely will say this, in conclusion, that the figures we have 
looked at, which we have discussed here this morning indicate that 
the small-business man is suffering very greatly under this tight- 
money policy. It may be that, in the overall picture, it has to be 
done. am sure, however, that the small-business man does not 
think so, and I am sure that he is wondering why, under these policies, 
he has to suffer when it is apparent that very few of the others, cer- 
tainly corporate enterprises and the larger ones, are not suffering. 
The high interest rates weigh particularly heavy on the small-business 
man. 

So, Mr. Secretary, let me just conclude by putting in the record, 
if I may, Mr. Chairman, this statement about the number of applica- 
tions which are being made to the Small Business Administration, 
which is on page 67 of the final report of the Select Committee on 
Small Business of the House of Representatives, which shows that 
they are making about 8,000 applications per month but only about 
4,000 a year actually were ever approved. 

Mr. Secretary, thank you very much. 

(The material referred to follows:) 
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Many requests—few disbursements 

In this committee’s report, House Report 1045, it was stated: ‘‘On the basis of 
SBA’s records submitted to this committee, it is estimated that SBA has received 
inquiries concerning loans at the rate of about 11,000 per month.” 

ubsequent to the hearings held by this committee in March of 1955, which 
required the Administration to retain all correspondence, records, or inquiries, etc., 
the SBA submitted to this committee figures which indicate that the monthly 
inquiries for loans continued at or about 8,000 per month 

he decrease from the estimated inquireis of 11,000 per month to approximately 
8,000 per month was caused mainly by the intepretation placed upon inquires by 
SBA, and the additional restrictive provisions applied by SBA personnel. Not all 
inquiries were classified as inquiries for financial assitance. Despite these re- 
strictive interpretations, the rate of inquiries and the differential of the number of 
applications permitted to be filed remain high. 

It has been the SBA’s policy, however, to discourage small business people from 
filing formal applications. SBA instructs its field offices to discourage the filing 
of an application unless the field office thinks the loan is going to be approved. 
From past experience, moreover, the field offices have learned that only a few 
applications will be approved. 

In its operations through October 31, 1956, the SBA received 11,737 applica- 
tions. These applications successfully passed the SBA’s. screening operations. 
SBA authorized a net of only 4,511 of these applications. Of this number, only 
1,379 were direct loans, committing SBA to $57,330,779. Disbursements had 
been made on only 897 loans, involving a total disbursement of $36,237,896. 

By the definitions of ‘‘small business’? under which SBA has operated its loan 
program, there are at least 3% million business firms, accounting for somewhere 
between one-third and one-half of all the nonagricultural business done in the 
Nation. 

Secretary Humpnrey. Thank you, sir. 

Senator SMATHERS. I appreciate your courtesy and your willingness 
to answer my questions, and I hope I have not been too burdensome 
to you. 

Secretary Humpurey. Thank you. 

Senator SMatuers. You have been very helpful to me. 

The Cuarrman. The committee will adjourn until next Monday at 
10 o’clock, and Senator Malone will be recognized at that time. 

(Whereupon, at 1 p. m., the committee was adjourned until Monday, 
July 8, 1957, at 10 a. m.) 
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INVESTIGATION OF THE FINANCIAL CONDITION OF 
THE UNITED STATES 


MONDAY, JULY 8, 1957 


Unirep Srates SENATE, 
CoMMITTEE ON FINANCE, 
Washington, D. C. 

The committee met, pursuant to recess, at 10 a. m., in room 312, 
Senate Office Building, Senator Harry Flood Byrd (chairman) 
presiding. 

Present: Senators Byrd (chairman), Anderson, Martin, Flanders, 
Malone, Carlson, and Bennett. 

Also present: Robert P. Mayo, Chief, Analysis Staff, Debt Division, 
Office of the Secretary of the Treasury; C. Dillon Glendinning, Deputy 
Director, Office of International Finance, Department of the Treasury; 
—— B. Springer, chief clerk; and Samuel D. Mcllwain, special 
counsel. 

The CuHarrMAN. The committee will come to order, 

Senator Malone is recognized. 

Senator Matong. Mr. Chairman, what are the ground rules? Are 
we on a time limit? 

The CuarrMan. There is no time limit, I will say to the Senator 
from Nevada. The only limitation is that the Senator who is inter- 
rogating will not be interrupted. 

Senator Matone. That is good enough. I always inquire about 
the rules, and request they not be changed while I am in there. 

The CuatrMaNn. We'll hope moderation will prevail. 


STATEMENT OF HON. GEORGE M. HUMPHREY, SECRETARY OF THE 
TREASURY—Resumed 


Senator Matonr. Mr. Chairman, I wish to say first that I am 
sorry Mr. Humphrey is leaving the Treasury. I think that he has 
done a fine job with a very bad situation. 1 think it is a marvelous 
job just to keep it running, as a matter of fact. 

How the American system has stood up under 24 years of this 
beating is a marvel to most of the folks that I know throughout the 
country. Something happens to people when they come to Wash- 
ington. I cannot define it myself, and I have been coming here for 
30 years on different jobs as a private engineer, State engineer of my 
State, and now in the Senate for 11 years, and I do not yet know 
what it is that happens to people when they breathe this air east of the 
Potomac for a year or two. 

Mr. Secretary, I am glad to see you, and I am sorry you are leaving. 
I have enjoyed your friendship since we have been here. 
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I am going to ask you a few questions. Some may seem very 
simple, but the people whom I know are very worried about the 
situation. Many of them do not understand the money system. As 
a matter of fact, I am not sure anybody really understands it. 

It is like politics. Just about the time someone says they under- 
stand all about politics, they are defeated. [Laughter.] And just 
about the time they say they understand all about money, they go 
broke, if they are in private business; and when they understand all 
about money and they are in Government, they break the Govern- 
ment. As long as someone picks up check. 

Apparently it is a very easy thing to make any system work as long 
as somebody picks up the check. 

Secretary Humpnrey. That is right. 

Senator Matone. But you and | were in business for a long time. 
I was in it for 30 years before I came here, a very much smaller busi- 
ness than you were in, but I had to pay the help and the rent, and knew 
that any time I did not, I was not in business. 

It is a rule of business, of the free economic system that we started 
with, and I do not think we really have it now, that whenever a man 
gets himself involved to the point where he cannot pay his bills he is 
through. We. had certain safety valves in business, we had reeeiver- 
ships and bankruptcy courts. Your business could’ be taken’ over 
and operated. 

We have tied down most of the safety valves. 

Or course, what happens with a steam engine when you do that, 
it explodes. And if you find a piece bigger than a quarter, of anybody 
who has been close to it, it is a miracle. 

We used to let these things take their course; our system operates 
according to the book. 

Now, since we threw the system out of gear and tied the safety 
valves down through picking up the check for the troubled corpora- 
tions, everybody seems to stay in business except the Government. 
The Government ends up with a deficit. 

I am going to ask you first, Secretary Humphrey, just what is 
money? What does it represent? If you have $2 in your pocket or 
in a bank, what does it represent? 

Secretary Humpurey. Do you mean Federal Reserve notes? 
They are promises to pay. 

Senator MaLonr. Suppose you had two silver dollars. I know it 
js against the law to have gold. 

Secretary Humpurey. I do not have 2; [ have 1 

Senator MaLonr. W ell, what does it ‘represent? What can you 
do with it? 

Secretary Humpurey. It is a medium of exchange. 

Senator MAaLonr. Suppose you had $100 in your pocket or in the 
bank in a savings account. What have you done that for? What 
did you put it there for? What does it represent? 

Secretary Humpurey. It really is, from a practical point of view, 
a convenient and easy way of making exchanges of services and goods. 

Senator Matone. It means, then, if you want a quart of “milk, 
and that used to cost you 7 cents and now it costs 21, does it not, 
instead of having to lead the cow along you can take 21 cents of this 
dollar and get a quart of milk; is that it? 

Secretary Humpurey. Well, it is a way in which I can render 
services and get a convenient means of representing the service 
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I have’rendered, which I can hold, put in a bank for safekeeping, or 
carry in my pocket, and that I can use to buy that quart of milk 
when I want it. Money is nothing more or less than a convenient 
way of trading my services for a quart of milk. 

Senator Matonn. If you want a pair of shoes and they cost $6 in 
the old days and cost $25 now, or at least 3 times as much as they 
did then, whatever it is, instead of having to become a shoemaker 
you can buy the services of the shoemaker for $6 or $25, whatever it is. 
tg Secretary Humpnrey. That is right. 

@ Senator Martone. And you can do this while you work at your 
regular job that you understand. 

Secretary Humpnrey. That is right. 

Senator Matons. What it really is, then, you might call it stored 
labor or you are Jaying up the services you have performed and got 
paid for, and it represents labor. 

Secretary Humpurey. Yes. 

Senator Matonsz. Then if it cost you $5 a day to live in the old 
days, or $20 now, if you have $20 in the bank you can go a day without 
working, and pay the regular price. 

Secretary Humparey. That is right. 

Senator Matonn. Well, then, it is understood, or has been or was 
for maybe 145 years, up to 1933 or 1934, that when you stored that 
money, &@ month or 6 months or a year later, if you had stored $10 
in your savings account, that it would still represent $10 in pur- 
chasing power. 

Secretary Humpurey. Well, that was the idea, and it still is. But 
over periods there have been changes in the relative values. 

Senator Matone. Then, if I understand you correctly, in 1933, we 
went off the gold standard and started the inflation cycle? 

Secretary Humpurey. I think so. 

Senator MaLong. People were nervous about the risk of inflation 
and the slogan started, “‘A dollar is a dollar.” 

Well, a dollar is a dollar only to a banker, is that not about right? 
Even if it will only buy 75 cents worth of goods after 6 months. It 
is still a dollar to a banker, because he did not promise any particular 
purchasing power of the dollar. He just promised to give the dollar 
back in the savings account. But the dollar was not a dollar if the 
purchasing power was considered? 

Secretary Humpurey. Well, I think that going back as far as { can 
remember, there have been fluctuations in the prices of commodities, 
and also fluctuations in the prices of services. And if I have rendered 
service and saved myself up a hundred dollars, one year it would 
buy more wheat than it would in another year. 

Now, it also might have bought more beef, or maybe they all did 
not change in the same ratios, but the prices of commodities have 
varied somewhat, which of course means that the value of the dollar 
for the exchange for that particular commodity varies with the 
surplus or shortage of that commodity. 

Senator MaLtong. Why do you emphasize that it bought more? 
Did it ever buy more since 1934? 

Secretary Humpurey. It may have bought more, it may have 
bought less. 

Senator Matone. Generally, it is less, is it not? 

Secretary Humpurey. Of recent times, it has been less. 
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Senator Matone. Well, over the entire 24 years time, it has been 

ightly less, has it not? 

ecretary Humpurey. Yes. 

Many, many manufactured articles and many things that we have 
today, you get more value for the dollar than you did 40 years ago. 

Senator Matonr. Now you are getting into your business, and I 
think you should explain it. Improved inventions and laboratory 
work have held some prices pretty close to the same amount over 
the years. But that has been due to improvements in the manu- 
facture and the less labor in the product, has it not? 

Secretary Humpurey. That is right, and in the quality of product 
that is produced, the kind of a thing you buy. 

Senator Matonr. What I would like you to keep in mind, some of 
these things about which I am inquiring, I know something about, 
and some I do not. But I want a record so that when the folks in the 
mines and on the farms, and working in the factories, if they get a 
chance to read it, which they have not been doing for a considerable 
time, will understand it, so you will understand what these questions 
are for. 

Is it not a fact, then, that when you find a product which has held 
its price pretty well over the last, we will say, 24 years, you find a 
product which has improved in method of manufacture or producing 
it, through laboratory experiments and discoveries, and there is less 
labor or less material or both goes into the manufacture than formerly, 
and in that way they have overcome the inflationary trend? 

Secretary Humpurey. I think that is right. 

Senator Matonr. I did not want the record to give a wrong 
impression. 

But when you come right down to it, any product today which 
has not so improved its method of manufacturing, using less labor and 
manufacturing its products at less cost, being able to buy at less cost 
for the same reason, then you find about treble the price, do you not? 

Secretary Humpurey. Well, the other side of that same coin is 
this: that a good many products which have increased in price have 
very greatly increased in the value that you get. 

Let us just take a Ford automobile or a Chevrolet automobile, and 
compare it with a model T Ford, and while you pay a good deal more 
money for your present car, you get a great deal more value for your 
present car. 

Senator Matone. You are getting into a field, again, where I have 
had some experience. The first car 1 ever drove was a model T 
pickup, and it probably traveled farther than these new ones would 


What do you get, then, for a man trying to make a living by mov- 
ing things from one place to another, out of this new car that you 
did not get out of the model T? 

Secretary Humpurey. Well, I would refer you to an automobile 
salesman and let him tell you. [Laughter.] It would be a long story. 

Senator Matone. I have talked to them, too, and I used Buick 
seeoeenenes for a long time, until I could not get them out of the 
shop. 

The last few years, about 20 years, I have used Oldsmobiles, and 
the first one cost me about $2,000 or $1,800; and I priced one a few 
days ago with all this nice, up-to-date equipment, and you know how 
much it cost? $5,700. 
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Now, there is not anything they can put on that automobile which 
makes it worth $3,700 more than the one I got in 1940 for $2,000. 
So something has happened to this business, and that is what I am 
trying to find out this morning. 

What kind of a money system are we using now? How would you 
describe it? 

Secretary Humpurey. I do not know just what you mean. 

Senator Matone. Well, suppose someone just asked you, as they 
ask me all the time. It has been some time since you have been out 
there, but you are going back, I understand, so you had better look 
this up. [Laughter.] 

What kind of a money system are we using? Is it a “managed 
currency,”’ for example? 

Secretary Humpurey. Well, I do not know, exactly. 

Senator Matone. Do your best to explain it to me. 

Secretary Humpurey. I do not know just what you are driving at. 
I just do not know what you mean. 

Senator Matone. What I am driving at is whether we are running 
it on a principle of sound money or is it being managed by somebody 
or a board or commission? What is behind the currency, or how do 
you regulate the value of the currency? 

Secretary Humpurey. Well, I do not know just how to answer you, 
Senator. 

Senator Matone. In your own way; put a little horsesense in the 
thing. We do not want any of these pat answers. 

Secretary Humpnrey. Under your Federal Reserve Act, the issuing 
of money is under the control of the Board, and so are the limitations 
on credit. 

Senator Matone. Under the control of who? 

Secretary Humpurey. The Federal Reserve Board. 

Senator Matonn. The Federal Reserve Board. 

Secretary Humpnrey. I really think, if you want to get into that 
sort of thing, you are far better off to ask it of Bill Martin. 

Senator Matonr. No. He is too smart. [Laughter.] 

I assure you, I did not mean that to be funny. I would not know 
Mr. Martin if he walked through the door, and I have been here 11 
years. I know you, I knew you the second day you were here. You 
are easier to get acquainted with, and you have not yet elevated 
yourself above ordinary mortals. 

You say he controls the monetary system? 

Secretary Humpurey. No; I do not think he controls it. 

Senator Matonz. Who does? 

Secretary Humpnurey. Well, you really have got to get out the 
Federal Reserve Act and read the powers they have. 

Senator Matonz. Did you ever read it? 

Secretary Humpnurey. I have read it. 

Senator Matonsz. I have tried to, but you are in the business. 

Now tell me about how it is done. Is it a managed currency? 

Secretary Humpurey. There are some ways of expanding and con-- 
tracting credit 

Senator Matonz. Then it is a managed currency; is that it? 

Secretary Humpurey (continuing). That are reflected in the cur- 
rency; yes. 
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Senator Matons.. Well, what does that “‘yes’’ mean to my question? 
It is a managed currency? 

Secretary Humpurey. [ do not know. It is entirely a managed 
currency. I do not know just exactly what a managed currency is. 

Senator Matons. Well—— 

Secretary Humpnrey. There are, in fact, ways or powers—— 

Senator Matone. Of manipulating it? 

Secretary Humpurey (continuing). Powers within the Federal Re- 
serve System of contracting and expanding the credit. 

Senator Matonsz. There are ways of manipulating our money; is 
that it? 

Secretary Humpurey. The net effect of it does affect the relation- 
ship between currency and goods; yes. 

Senator Motone. Well, is that not all there is to it? 

Secretary Humpnrey. I think that—— 

Senator Matone. The ordinary mortal, I think, working on the 
farm and in the mines or in industry, all he knows about it is, he 
either has money in his pocket or he has not. And if he has, he can 
buy something. 

Secretary Humpurey. It is a result, I think 

Senator Matone. If you can manipulate the purchasing power of 
the money, then it is a managed currency. 

Secretary Humpurey. Within limitations. But I wouldn’t call it 
manipulation. 

Senator Matone. What are the limitations? 

Secretary Humpurey. Oh, there are a lot of very definite limita- 
tions, Senator, as to just what they can and cannot do in the Federal 
Reserve System. 

Senator Matonz. What are some of the things they can do? 

Secretary Humpurey. Well, they can affect the volume of bank 
reserves, they can require greater or lesser bank reserves, which of 
course affect the credit, and so they can expand or limit the amount of 
credit. There are a number of things which they are authorized to do. 

Senator Matonge. What is something else they can do? 

Secretary Humpurey. Well, let me get—I think the three principal 
things from which results flow are the operations of the Open Market 
Committee 

Senator Matonsg. What is that? 

Secretary Humpurey. Well, that is a committee created in the 
Federal Reserve System. 

Senator Matone. Who created it? 

Secretary Humpurey. The law you did, Congress created it. 

Senator Martone. What year was that? 

Secretary Humpnurey. I have forgotten. 

Senator Matone. Was it 1913, when the Federal Reserve was 
created? 

Secretary Humpurey. No it was first organized in the twenties. 

Senator Martone. Did Congress create the Open Market Com- 
mittee? 

Secretary Humpurey. They operate under that law. You had 
better get the law and get it accurately. Let us get the Federal 
Reserve law, and I can read it. 

Senator Matone. Does anybody have it? 
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Secretary Humpurey. No. But if you are going to get into that 
if you want to get into this sort of thing, I am not part of the Federal 
Reserve System and I do not operate it. 

Senator Matong. Do you operate with them? 

Secretary Humpurey. Sometimes. We are independent of them. 

Senator Martone. What times? IJ mean, what are the things on 
which you operate with them? 

Secretary Humpurey. Sometimes we are in agreement as to policies. 
We do not operate with them in the sense that we function with them 
or that they function with us. 

Senator Martone. Do you consult with them? 

Secretary Humpurey. Yes; we do. 

Senator Matong. Do they consult with you? 

Secretary Humpurey. Yes. 

Senator Martone. Then you cooperate. 

Secretary Humpurey. As a matter of fact, we have had a system 
by which, as I have explained before, Bill "Martin comes over for 
lunch every Monday with us, and Randy Burgess goes over there 
every week. 

Senator Matone. Bill Martin? 

Secretary Humrpurey. That is right. He is the Chairman of the 
Federal Reserve Board. And he usually brings 1 or 2 of his people. 
So that we have a very close relationship with what they are thinking 
and planning. 

Senator Matone. What is this Open Market Committee; what 
does it do? 

Secretary Humpurey. It is a committee that directs and regulates 
the purchase and sale of Government securities, bills, etc. of the 
Federal Reserve banks. The transactions are confined mostly to bills. 

Senator Martone. Bills? 

Secretary Humpurey. Yes. 

Senator Matone. You mean, actually, printed money? 

Secretary Humpurey. No, no. Treasury bills. 

Senator Maton. What is that? 

Secretary Humpurey. Ninety-day paper. 

Senator Matons. What is that? 

Secretary Humpurey. Treasury 90-day paper. 

Senator Matone. That means a bond? 

Secretary Humpurey. No; it is a bill. <A bill is 

Senator Matone. Explain the difference between a bill and a bond. 

Secretary Humpurey. Well, a bond has a much longer term. They 
are all promises to pay. They are promises of the Government to 
pay, and a bond is a much longer instrument than a note, and a note 
is a longer instrument than a certificate. A certificate is sometimes 
related to payment of taxes, and a bill is usually a short-term 
instrument, 90 days, or something of that kind. 

Senator Matong. A bill is 90 days? 

Secretary Humpurey. A bill. 

Senator Matone. It is a very short term. 

Secretary Humpurey. That is right. 

Senator Matons. And a certificate? 

Secretary Humpurey. They are sometimes related to the payment 
of taxes, and they are not over a year in extent. 

Senator Matons. What length of time? 
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Secretary Humpurey. A note can be anywhere within a range of 
1 to 4 or 5 years. And bonds are usually longer term. 

Senator Matonz. Any term for which a bond might be issued. 

Secretary Humpurey. That is right. 

Senator Matonr. Now 

Secretary Humpuruy. There is no magic in these determinations 
at all. They are simply the legal terminology. 

Senator Matonr. They are bonds—promises to pay that can be 
changed at the will of the Federal Reserve Board? 

Secretary Humpuruey. These are our designations; they are well 
understood in the trade. 

Senator Matons. And no doubt well understood by the banks, but 
the ordinary citizen does not understand them very well. 

Secretary Humpurey. Well, anybody who deals in them under- 
stands them pretty well. 

Senator Matonn. Yes, of course. But the ones who really pay them 
do not understand them pretty well. 

Secretary Humpurey. Perhaps that is so. 

Senator Matons. Now, taxes; how do you issue a certificate to 
pay taxes? 

ecretary Humpurey. What do you mean by issue? 

Senator Martone. You say they are generally issued for taxes. 

Secretary Humpurey. They are usable for the payment of taxes. 
They are called tax certificates, and they are issued so they will fall due 
on « future tax payment date, so that anyone who wants to save up 
his money to pay his taxes at a future date can buy a certificate and 
know that it will be usable for the payment of taxes on the date 
when it is due. 

Senator Matone. It will be redeemable at the time the taxes 
are due? 

Secretary Humpurey. He can actually pay his taxes with it. 

Senator Matonr. It is a means of saving money for taxes? 

Secretary Humpurey. That is right. 

Senator Matong. What these designations really are, whether they 
are bills, certificates or bonds, is a promise to pay, just as if I gave 
you a note for a hundred dollars, a promise to pay at a certain time. 

Secretary Humpurey. They are all promises to pay. They are 
IOU’s. 

Senator Matone. Yes. 

How many of these IOU’s is the Government good for now, how 
many of them, altogether, are on the market? 

Secretary Humpurey. It is about $273 billion or $274 billion. 

Senator Matons. An extra 3 or 4 ciphers do not mean much 
any more. 

Secretary Humpurey. Well. [Laughter.] 

Senator Matong. Two hundred and seventy-three or four billion. 

Secretary Humpurey. Yes. 

Senator Martone. Well, 1 billion more or less does not mean much, 
after 24 years of it. 

Secretary Humpurey. Well, it changes frequently. 

Wait a minute. I will give you the exact figure. This is only for 
June 30. 

Senator Matong. You mean in 8 days it would change quite a bit? 

Do you have at hand there the number of these 4 designations, the 
amount of the 4 designations that are on the market now? 
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Secretary Humpurey. As of June 30, I can give them to you. 

Senator Matone. Well, that is good enough For us ordinary — 

Secretary Humpnrey. These marketable issues total $156 billion, 
and I will just read round figures. 

The bills are $22 billion; the tax anticipation bills and certificates, 
are $22 billion; Treasury notes are $31 billion; Treasury bonds are—— 

Senator Matone. $31 billion? 

Secretary Humpurey. Yes, $31 billion for notes. I am just taking 
the nearest round figure. The actual figure is $30.973 billion. 

Senator Matone. That is all right. 

Secretary Humpurey. The Treasury bonds are, well, the nearest 
round figure is $81 billion. And that will add up to about $155.7 
billion, approximately $156 billion. 

Now then, there is a series in addition to that of nonmarketable 
obligations, so-called, which are composed of Treasury bonds such as 
investment series and savings bonds, which total up to $66 billion. 

ae Matone. What do you mean by the term ‘“‘nonmarket- 
able’’? 

Secretary Humpurey. Well, they are not currently marketable. 
A savings bond is, as you know, made out to the holder, and it can 
be redeemed at the Treasury, but it is not a “bearer” bond. You 
can’t sell it in the market. There are $66 billion of these savings 
bonds and investment series bonds, and then there are special issues 
that add up to $47 billion, and there is also $2 billion of International 
Monetary Fund obligations, and other miscellaneous debt that makes 
the total on this sheet, on June 30, a total debt of $270.527 billion. 

Senator Matone. In this managed currency that we have—and 
that is what I understand you to say we are using, is that nght? I 
want to get it straight. It is managed, within certain limits, and the 
limits are the powers given the Federal Reserve Board, is that it? 

Secretary Humpnrey. That is right. 

Senator Matonr. They have the power to, or do you have it, or 
the combination, to fix the interest on Government bonds that are 
going to be sold, on a current issue, that a certain issue will bear? 

Secretary Humpurey. No. The Treasury names the amount of 
interest that it proposes to pay. It is really the market that fixes 
the amount of it. 

Senator Matone. You arrive at that from the market, what you 
believe will be absorbed by the market? 

Secretary Humpnrey. That is correct. 

Senator Matone. You try not to make it high enough so there will 
be no velvet in it. 

Secretary Humpurey. And yet high enough so that it will sell, so 
that people will buy. And we have a very accurate criterion of that, 
because of the trading in our securities that goes on every day. 

The public makes a market in our securities, the buyers and sellers 
make a market every day and, guided by what that market is, and 
taking into account the amount we are trying to sell and what the 
holders are, and what uses they have for the money, and so forth, we 
try to get a price that is as low as we can pay and still sell our securities. 

Senator Matonz. In other words, it is a good deal like a merchant 
with goods on his shelves. He has to meet his market. 

Secretary Humpurey. The same thing as selling cattle. 

Senator Matonsg. Selling at what the market will bear. 
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Secretary Humrnrey. Somebody is selling them every day, and if 
you put your price too high, why, the fellow passes you by and goes 
to the next rancher. 

Senator Matonz. Then it really depends upon one man, the Secre- 
tary of the Treasury, his integrity in trading in bonds to see that the 
public will buy the offering. 

Secretary Humpurey. Well, the final responsibility is with the 
Secretary of the Treasury with the approval of the President. 

Senator Matonr. Well, the President’s approval is almost auto- 
matic: is it not? 

Secretary Humpurey. He is guided largely by the Secretary of the 
Treasury. 

Senator Matone. He would have to be, with no experience of his 
own and not watching it closely. 

Secretary Humpurey. It is supposed to be the Secretary’s job. 

Senator Matonr. Then it depends on the integrity of the Secretary 
of the Treasury to make the best deal for the Government that he 
can make. 

Secretary Humpurey. That is right. It is his judgment. 

Senator Matoner. Tell me, what is the value, the purchasing power 
of the dollar today as compared to 1934? 

Seeretary Humpurey. Well, let us see. 1934—do we have those 
exact dates? 

Senator Matone. Or 1933, before all this managed currency had 
any effect on the purchasing power. 

Secretary Humpurey. Let us see if we can get the dates. 

The only reason for the problem here is because you picked an odd 
year. But roughly 

Senator Matong. It was a very odd year, I remember that we 
left the sound money standard and invited the low wage foreign 
competition in our markets. 

Secretary Humpurey. It was an odd year. 

Senator Matoneg. A very eventful year, I will add. 

Secretary Humpurey. Let us say that that dollar was worth $1.02 
on that date, it would be worth——— 

Senator Matong. What was it worth $1.02 compared to what? 
Let us take it at 100 cents in 1933 or 1934. 

Secretary Humpurey. We will take it at 100 cents in 1934. 

Senator Matone. Yes. 

Secretary Humpnrey. Allright. Then it would be worth about 48 
cents today. 

Senator Matone. It does not jibe too well with the value of the 
dollar now at 48 cents, based on the value in 1939. 

Secretary Humpnurey. Well, in 1939, the only difference between 
1934 and 1939 was a couple of cents. There was very little change 
between 1934 and 1939, so you can take either of those years and you 
are within a couple of cents. 

Senator Matone. That was the period there when the slogan ‘The 
dollar is a dollar’ was created to sell the country on inflation; was it 
not? 

Secretary Humpurey. Well, there was very little change. As you 
remember, those were pretty tough times. 

Senator Martone. And then inflation began to catch up with us, did 
it not, about that time, and it began to be worth less regularly? 

Secretary Humpurey. Our tables start with 1939, that is our trouble 
here; let us take it for the earlier period. 
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These are all indexes. We will get the dollar value for you. 

Senator Matongz. Will you do that? 

Secretary Humpurey. Yes. How far do you want it carried back? 

Senator Matone. Well, as long as you are going to do it, I think it 
ought to go back a little further, maybe in the early twenties, if you 
could do that. 

Secretary Humpurey. Yes, surely. 

Senator Matoneg. Start with the dollar worth a dollar, at 1933 or 
1934, and then let us just figure out a table which will tell the story. 

Secretary HUMPHREY. We wil start with a dollar at 1934, and we 
will go back 5 years and come forward to date. 

Senator Matonz. Well, year back in the early twenties, as long 
as you are going to do the jo 

Secretary HuMPHREY. alr right. 

Senator Matonz. What I am trying to have the record show, Mr. 
Secretary, is just what effect the fluctuations in the purchasing power 
of the dollar has on wages and the things we can have, for our own 
personal benefit, for the wages we earn. That will be a part of the 
objective. 

When did the Treasury change its base to 1939 for comparison of 
the dollar purchasing value, rather than 1933 or 1934? 

Secretary Humpurey. | haven’t any idea. I didn’t know we ever 
used 1934 as a base. 

Senator Matons. You probably can answer that by looking up 
the records, as to when they changed the base. 

Secretary Humpurey. There is not any magic in the base. You 
can get a base for any year you want. We just picked 1939. 

Senator Matone. Here is the magic in the base, Mr. Secretary. 
They are now talking about 1948, the value of the dollar from 1948. 
The magic in the base is that if you took 1955, the value would prob- 
ably be 95 cents, would it not, or something like that. That is the 
magic in the base. 

And all the folks west of the Rockies, if you say it is 95 cents, they 
do not know what you base it on, and 'T would like to get something 
tangible for comparison. 

Secretary Humpurey. You are talking about a lot of old people, 
if you are talking about dollars before 1900. 

Senator Martone. And so are you. 

Secretary Humpparey. Yes. You and | would remember. 

Senator Martone. That is the reason I am asking you, because 
we are going to get a yaa man in this job, and he will have to 
look at the Flint you made. 

Secretary HumpHrey. That is right. 

Senator Ma.onr. | am trying to make one for him. I think a lot 
of Mr. Anderson, and I am very glad a man of his type is taking your 
place, if you have to go. 

Secretary Humpuruey. Well, I am, too, Senator. 

Senator Matonsz. I think he has integrity, and I think he will do 
the best possible job. 

Secretary Humpurwy. I am sure of that. 

Senator Manonx. And he will not be reading the menu backwards, 
which has been our trouble for a long time. 

What happens to a savings account if a man had been saving his 
money as we all were, that is, I was, taught to do, for many years we 
did teach savings to the children as they g grew up, did we not? 
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Secretary Humpnrey. That is right. 

Senator Matone. You still think it is a good idea? 

Secretary Humrpurey. I still do. 

Senator Matonre. What happens to a man who saved his mone 
and worked hard to put it away in the bank, and deprived himself, 
his wife and children of things they really wanted in order to save, 
what happens to that fellow when the dollar is worth 48 cents instead 
of the 100 cents when he put it away, Mr. Secretary? 

Secretary Humpurey. Well, it just means that his savings will buy 
that much less than they would have bought. 

Senator Matons. Less than half. 

They gave him back a dollar out of the savings account in the 
bank, but they did not give him the purchasing power by 52 percent. 

Secretary Humpnrey. That is exactly right. That is what happens 
when you get these uncontrolled inflations. 

Senator Martone. Is that what we have had, uncontrolled inflation? 

Secretary Humpnurey. It wasn’t too well controlled for a number 
of years. The last 4 years it has been very moderate. 

enator Matone. Well, the table you are going to give me will 
show that, will it not? 

Secretary Humpurey. It will show it exactly; yes. I think the 
movement in the last 4—just very roughly, you can take the table 
from 1939, which was the last prewar year, and during those war 
years and continuing on, continuing on until 1952, the dollar was 
just about reduced in half. 

Now then, from 1952 on, there has been about 2 cents change or 
a little more—it has dropped about 2 cents in 4 years, and almost 
all of that has been within the last year. 

(When the following was subsequently submitted it was further 
discussed. See p. 508.) 


Consumer prices and the purchasing power of the dollar, 1913 to date 
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Senator Matone. As a matter of fact, is there not a considerable 
lag in the change in the actual purchasing power of the dollar from 
the initiation of the causes for the changes in the purchasing power? 

Secretary Humpurey. There is a great lag in most of these things; 

es. 

Senator Matone. In other words, when this cheapening of the 
dollar’s purchasing power actually begins to take effect, how long 
before that would you say the causes of that decreased purchasing 
power were initiated or started? 

Secretary Humpurey. Well, there are a great many causes for this. 
I think the war and the governmental policies from 1939 on probably 
had more to do with it than anything else. 

Senator Matons. Did it have anything to do with it when you 
went off the gold standard? 

Secretary Humpurey. Yes; I think perhaps that had some con- 
tributing effect. 

Senator Matons. How would that contribute to it? 

Secretary Humpurey. Well, this all gets back largely to the confi- 
dence that the people have in their money, and how much of it they 
save and how much of it they spend, and all those things. All these 
things enter into this whole equation, and it is not any simple answer. 
You cannot just pick out one thing and say that did it. You have 
to consider a great many things. 

Senator Matonn. What are some of these contributing factors? 

Secretary Humpurey. I just outlined a number of them. 

Senator Matone. Are there any more? 

Secretary Humpurey. I think so; yes. I think if you went into it, 
you would find lots of contributing causes of various kinds. 

Senator Matonr. When we went off the gold standard—we fol- 
lowed England off the gold standard in 1933, did we not? 

Secretary Humpurey. I really cannot tell you, I cannot remember. 

Senator Matonr. Would you look that up and answer it? 

Secretary Humpnurey. Britain went off in 1931. 

Senator Martone. And we followed in 1933? 

Secretary Humpurey. In 1933. 

Senator Matone. You might put the dates in, if you will. 

Another thing—I do want to ask you a minimum of things you have 
to look up. I would like to have it answered, however, if you will 
check. How many nations were on the gold standard in 1931, or 
before England went off the gold standard? Do you know now? 

Secretary Humpurey. No, but we will find out. 

Senator Matong. You can answer the question for the record. 

Secretary Humpurey. That is right. We will find out. 

Senator Matons. How many of them went off the gold standard 
before England did, and how many of them followed? 

Secretary Humpurey. Well, we will look it up. 

Va Secretary subsequently submitted the following: see also page 
508. 
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Countries which left the gold standard, April 1929-April 1933 


Year and month 


1929: Country 
MEM Cadet eee eee le Uruguay. 
Pretemeeere 3 SS a Argentina. 
SOCIO hs od whi oa bed eS Brazil. 
1930: 
MR Soa acca a teens oe Australia. 
MN deb thee he, arch wlan Gang bs ds SUE Gag New Zealand. 
OCG Ss iin Fe So Tin ese Venezuela. 
I Scectarecsenin «+ inthis Dern mana Mexico. 
os cede oeees United Kingdom, Canada, India, Swe- 


den, Denmark, Norway, Egypt, Irish 
Free State, British Malaya, Palestine. 


Ontobermos sib scusrsccsdce iad Austria, Portugal, Finland, Bolivia, 
Salvador. 
INE ee oe cae tae Japan. 
1932: 
ai a gs ed os oe Colombia, Nicaragua, Costa Rica. 
WARPEOS. 26. 1033 pct. ols rreece, Chile. 
RED Beaten abies ile Bit Peru. 
BIO ans ahs CA vs eine ne abe Ecuador, Siam. 
as i iets Scteia ee wpe wn ee Yugoslavia. 
1933: 
SOONG a dss So ed~ we ws EG be < Union of South Africa. 
I nec trkgercidamemolin bine Scenmeide Honduras, United States.' 


i On Mar. 6, 1933, a bank holiday was declared and gold payments by banks and the United States were 
suspended. On Apr. 5, 1933, al! gold held in this country was required to be delivered to the U. S. Govern- 
ment. 


Source: The International Gold Standard Reinterpreted, 1914-34, p. 1075, by W. A. Brown, Jr. (vol. n), 


Major countries which left the gold standard, May 19384-September 1936 


Year and month Country 
PRS As irs attra bethcenst do annm Italy. 
a, en ee Belgium, 
1936: 
PR ese A eke Dowd Poland. 
Sentember. jis. ens nigel ies France, Netherlands. 


Source: Gold and the Gold Standard, p. 121, by E. W. Kemmerer. 


Senator Matonr. Now we have determined we do have a managed 
currency within the limits set by the Federal Reserve Board and 
within the limits set for the Treasury. 

The Treasury, as I understand your testimony, is responsible for 
financing the public debt. That is right, is it not? 

Secretary Humpnurey. That is right. 

Senator Matong. And you have all the latitude you need to fix 
the time on the maturing of such bonds or notes or certificates or 
bills, and the interest to be paid which you think will sell the bonds 
or notes or certificates, whatever they are. 

Secretary Humpurey. That is right. 

Senator Martone. So the two of you together have a lot of latitude 
in managing the currency. 

Secretary HumpHrey. Well—— 

Senator Martone. You fix the interest. 

Secretary Humpurey. Well, that really is not management of the 
currency. 

Senator Matoneg. It is management of the currency system. 

Secretary Humpurey. In the Government fiscal affairs 
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Senator Matone. It is managing to sell the bonds; fixing the interest 
so they will sell. 

Secretary Humpnrey. In fiscal affairs, we have a good deal of that. 

Senator Matone. Fiscal affairs and managing the currency is 
almost synonymous in this case; is it not? 

Secretary Humpurey. Well, no; I would not think so. I think 
they are quite different. 

Senator Matonz. You say that the—I think we had better go 
back to this business of the Federal Reserve Board, because I am sure 
you know more about it than I do, or any of our citizens who try to 
make a living the hard way and save a couple of dollars every now 
and then, and do not find it profitable, at least from the conversation 
I am getting from the country when I go out with the farmers, buck- 
aroos, and cowmen, and I have just come back from a week with them. 

Who determines the amount of money in circulation? 

Secretary Humpnrey. I think that is as a result of the activities 
in the province of the Federal Reserve System. You have to include 
deposits, too. 

Senator Matons. Just how do they determine it, and just how do 
they arrange to have more money or less money in circulation? 

Secretary Humpurey. I think you will have to ask that from them. 

Senator Matonz. Somehow, I have an idea I am going to get 
better answers from you than I will from some of these Federal 
Reserve Board people. 

Secretary Humpurey. No, Senator. When you get into the tech- 
nicalities of the Federal Reserve System, I think you ought to ask it 
of those witnesses. I am not charged with that responsibility, and I 
do not attempt to exercise it in any way. 

Renato Matonz. This is the fifth year you have been here; is it 
not! 

Secretary Humpnrey. Yes. 

Senator Matone. It is 11 years for me. It seems impossible. 

Secretary Humpnrey. It is a long time. 

Senator Matonn. Then could you give me your idea, how do you 
determine the amount of currency that should be in circulation? 

Secretary Humpurey. No; I think that 

Senator MALONE (continuing). The amount of money in circula- 
tion? 

Secretary HumpHrey. When you want to know the technicalities 
of the Federal Reserve Board and the law they operate under, I 
think you ought ask the Federal Reserve Board. 

Senator Matonge. After you are gone, I cannot get you back. 

Is it Martin who is the Chairman? 

Secretary Humpuruy. Yes. 

Senator Matone. He is liable to tell me, ‘Well, that is the Treas- 
ury’s responsibility,” and then I am lost. 

Secretary Humpurey. Well, you can get me back. I will be here. 

Senator Matonen. You are going to stay here? 

Secretary Humpurey. Yes, sir; I will be available as long as you 
want me. 
eter «oN Matone. But this hearing may go on, you know, through 
the year. 

Secretary Humpurey. I will come back; any time you want to ask 
me questions that I ought to answer, I will come back. 
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Senator Matons. I appreciate that more than you know. 

You do say the Federal Reserve Board can determine the amount 
of money in circulation, and that comes back to you finally, because 
you have to finance it, and sell bonds, and do the things necessary to 
get the money. 

Secretary Humpurey. Well, I do not know just how you mean that. 

Senator Matong. The more money we owe 

Secretary Humpnrey. This 

Senator Matonz. The general supposition has been lately, in the 
last 24 years, the more you owe, the wealthier you are. 

Of course, I tried that on a banker 25 or 30 years ago, and he cured 
me permanently. But it is supposed that the United States is wealth- 
ier now because we owe more money. 

Secretary Humrnrey. I do not think you spend yourself rich; and 
I do not think the more you owe, the richer you are, necessarily. 

Senator Martone. I do not, either, but we are just part of the old 
school, are we not? 

Secretary Humpurey. I am afraid so. 

Senator Matonge. But you want me to get this information from 
Martin. I will do that. 

Secretary Humpurey. All the technicalities with respect to their 
operations, I think should properly come from him, not from me. 

Senator Matone. He does have the power, the Chairman of the 
Board, that is to say, if the Board goes along with him—— 

Secretary Humpnrey. No. 

Senator Martone. If the Board goes along with him. 

Secretary Humpurey. That is just the thing I do not want to get 
into and do not want to give any impressions about. The Federal 
Reserve System operates under the Federal Reserve law, and I assume 
that they do it, that they operate properly under that law. As far 
as I know, they do. 

And just how they do it and just the detail of the techniques are his 
proper function and not mine. 

Senator Matoner. The only thing you are sure of is, you do not 
have anything to do with it. 

Secretary Humpurey. I do not; no, sir. 

Senator Matoner. Well, does Congress have anything to do with it? 

Secretary Humpurey. Yes. 

Senator Matone. How? 

Secretary Humpnrey. They can change the law whenever they 
like. They passed the law in the first place, and they have amended 
it, and they can change it. 

Senator Matone. But if they do not see fit to amend or change it 
at the moment, they have nothing to do with managing it or the 
amount of money in circulation or any of these things about which 
you have testified. 

Secretary Humpurey. Well, I do not know. You will have to ask 
him about that. I do not know of any. 

Senator Matone. That is right. I do not know of any, either. 

Now, if these savers we are talking about, that we taught to save 
money for about 140 years, 145 years, and then suddenly begin to 
teach them to spend it and depend on social security, that seemed to 
be the setup then, how about the pensioners, the people who draw 
pensions? 
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The Civil War boys are about all gone, the Spanish-American War 
boys; and the First World War and the Second World War, and now 
Korea, whenever compensation is fixed for a disabled soldier, or a 
pension, old age or anything else, cheapening of the money then has 
the same effect, does it not, that it has on a saver? If it only buys 
48 percent, that is about the way it is. The purchasing power has 
been reduced 52 percent. 

Secretary Humpurey. Well, Senator, they are all savers in various 
forms, whether you have a savings deposit, or whether you are getting 
yourself a pension, or whether you have an insurance policy, or 
whether you are in a mortgage and loan association or a fraternal 
benefit society. There are many, many ways of saving and if your 
money depreciates in value in relation to goods between the time you 
save it and the time you spend it, why, you have been hurt. And all 
those people get hurt when that occurs. 

Senator Matonz. Take a family which has an insurance policy on 
a boy or girl when they are a year or two old, and they are looking 
ahead to high school and college, say 10 years, 20 years, before 1939, 
or whatever it is. When that boy or girl is ready for college, there has 
been considerable question as to whether it will do what they had 
paid to do. 

Secretary Humpurey. That is right. 

Senator Matone. The fund would be 48 percent; 52 percent short. 

Secretary Humpurey. That is right. 

Senator Matonr. But the kind of money that this head of the family 
paid in all the time, they just do not get that kind of money back, 
in purchasing power. 

Secretary Humpnrey. They have not in the last 20 years. 

Senator Matons. Do you think that is good? 

Secretary Humpurey. No, I do not. 

Senator Matonn. The insurance salesmen over the years, the lot 
of them who have worked on me, many are successful at the moment, 
and then I found what I thought were better ways of spending it; 
even my World War I insurance, I let that go. 

But their sales talk as far back as I can remember—and I suppose 
still is—was that this is a method of saving money, this matter of 
insurance, paid-up insurance. Is that not right? 

Secretary Humpurey. That is right. 

Senator Matong. In view of what has developed, what do you 
think of that method? 

Secretary Humpurey. I think that it is a perfectly satisfactory 
method of saving money. 

Senator MaLong. Saving money, but what about the inflation? 

Secretary Humpurey. It has given protection in the meantime, 
and I think insurance is a very proper thing to have, and a good thing 
to have. 

Senator Matone. I think it is, too. 

Would it be better or worse if the inflation were less? 

Secretary Humpnrey. It would be better. 

Senator Matone. Do you think that would be good? 

Secretary Humpurey. Yes, sir. 

Senator Matonge. You think the thought is still good, but in 
Washington we have defeated the objective; is that right? 

Secretary Humpurey. Well, you did not defeat the objective. 
The objective was lessened in value, but it was not defeated. 
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Senator Matoner. By 52 percent? 

Secretary Humpurey. That is right. 

Senator Matong. Over the period of a few years. 

If it keeps up—I remember a very famous man one time made a 
statement which stuck with me, because it seemed to hit it on the 
head. I never forgot it. I think Will Rogers said, “If this keeps 
up, we will pay the mortgage off with a possum hide.”’ 

That should not happen, should it? 

Secretary Humpurey. I| hope it will not keep up. I have tried to 
do everything I thought could prevent it, or everything I thought was 
practical to do to prevent it, and I hope it will not continue. 

Senator Matone. It could continue, could it not? 

Secretary Humpnurey. It could continue. 

Senator Matonr. And Will Rogers could be proven quite a prophet 
in 10 or 15 years if it keeps up, could he not? 

Secretary Humpurey. He couid. 

Senator Matone. Is that not the way Germany paid off their 
national debt after the First World War? 

Secretary Humpurey. They had a very severe inflation and de- 
preciation of their currency. 

Senator Matone. It got so it took a wheelbarrow load of it to pay 
for a pair of ham and eggs. 

Secretary Humpnrey. It got what? 

Senator Matone. It took a wheelbarrow load of their currency to 
buy a pair of ham and eggs. And they just paid it off by printing the 
money, is that not right? 

Secretary Humpurey. I do not remember just what the bonds were 
paid off at, but they had a very severe inflation and, of course, that 
would deprec iate the value of their obligations. 

Senator Manone. I remember after the First World War, there 
was an institution set up in New York to sell German bonds. They 
had quite a time for themselves, but finally it was all paid off with 
paper. That is right; is it not? 

Secretary Humrnurey. I do not recall. 

Senator Matone. Well, | hoped your memory would be better. 

Secretary Humpnrey. I did not participate in that organization 
you speak of. 

Senator Matone. But you do think that as long as this inflation 
keeps up, the savers and pensioners and people who have paid on 
insurance for 20 or 30 years, are the forgotten people; are they not? 

Secretary Humpurey. They are definitely forgotten people, and 
people who are injured. 

Senator Matonr. They are severely injured. 

Secretary Humpurey. They are severely injured. 

Senator Matons. Are there not many men you know who have 
passed the active age of being in business, where they are depending 
upon their own energy, past 65 or 70 years old, even older, who have 
had to return to business and try to augment their income, where 
they had saved money and would have had plenty under the system 
if the money had not been cheapened? 

Secretary Humpurey. I think that is right. 

Senator Matons. You do not think that is good? 

Secretary Humpurey. No, sir. 
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Senator Matonz. A good deal has been said over the last 24 years 
about the supply of goods and services. Under the system we had 
for a long time, we understood that the supply of goods and services 
balanced itself if you let it alone, on principle, because everyone was 
trying to make it work. If aman is manufacturing monkey wrenches, 
and just could not sell his product, then he cut down his output or 
got hurt. 

And if he had a service to offer the public, if there were too many 
of those services, too many people working at it, then he got into 
some other business, naturally, if vou let him alone. 

Who do you think ought to balance this business, the people work 
it out themselves under a principle, or should someone in Washington 
try to balance these services? 

Secretary Humpurey. Well, Senator, I am a very great believer 
in the commonsense and the ability of free Americans to look after 
themselves, and I think that the more they are permitted to look 
after themselves, the better off they will be. 

On the other hand, I recognize that there are certain limitations 
which should be put on activity of individuals to restrain them from 
interfering with the rights of other people. 

And just where you draw that line, it is an extremely difficult thing. 
I think our tendency has been to draw the line too far up, and to 
greatly restrict individual freedom. I think that we have been 
interfering perhaps more than we should, but it is a delicate line to 
draw, to preserve for the individual the maximum of individual 
freedom, and yet prevent him from treading on the rights of others. 

Senator Matonr. Now, on this treading on the rights of others, 
do we not have the antitrust law, and do we not have laws on fraud, 
and various other methods of preventing people from injuring the 
rights of others? 

Secretary Humpurey. Yes; we have a lot of them. 

Senator Martone. Well, do you believe that we ought to follow 
that line, or that we ought to have a setup here in Washington, a 
chairman of a commission to judge when we have too much money 
_ en or too little in circulation, or are taxed too low or too 

igh? 

Do you think that ought to be balanced in Washington by a com- 
mission or board, or should Washington, the Congress, work on 
principle and let people create a balance. 

Secretary Humpnrey. Well, the Government has the responsibility, 
it is a basic responsibility of the Government, to supply money. The 
Government is the only place where you can collect taxes. The 
Government must be the taxing authority. 

And I do not know how you could turn over the power to tax to the 
people or to 

Senator Matone. I had not mentioned that, you understand. 

Secretary HumpHrey (continuing). Or to private sources, or the 
issuing of money by private sources. 

Senator Martone. I had not asked you about taxes, had I? 

Secretary Humpurey. I thought | was answering your question. 

Senator Matone. No, I do not think so. 

I asked you whether or not principles could be set down to prevent 
people from taking advantage of other people, and to have a principle 
under which you could invest your money or you could go into a cer- 
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tain business and fail if you could not make it, or make it if you could, 
and not tread on other people’s toes. It has nothing to do with 
taxation. 

Secretary Humpurey. I think you can. 

Senator Matone. Well, we have gotten away from that, have we 
not! 

Secretary Humpurey. Well, to some extent. Whether, as I said 
a minute ago, we have gone too far or not, our tendency, the tendency 
in this country, I think, is for the people, whenever anything happens 
that they do not like, to come to Washington and to try to get it 
corrected. 

Senator Matons. I wonder how that came about. Congress has 
delegated almost everything to boards and commissions. 

Secretary Humpurey. I think the tendency is for them to come too 
much; that there ought to be less activity from Washington rather 
than more. 

Senator Matone. Our people have to come to Washington to deal 
with such people to which Congress has delegated its power. Much 
of it to foreign nations, including our foreign trade and national 
economy. 

The clock will be all right. Is your name Burgess? 

Mr. GLENDINNING. Glendinning, sir. 

Senator Matone. Glendinning. I never met you before, but I 
do not want to hold you if you have other business. 

There is an item in the Constitution of the United States—article 
TI, section 8, which says: 

The Congress shall have power to lay and collect taxes, duties, imposts, and 

excises * * * 

And you believe that is where the power ought to be? 

Secretary Humpurey. That is right. 

Senator Martone. It says: 

The Congress shall have power * * * 

To borrow money on the credit of the United States. 

To regulate commerce with foreign nations, and among the several States * * * 

You believe that is where it ought to be? 

Secretary Humpnrey. Yes, sir. 

Senator Matonr. You do believe that? 

Secretary Humpurey. Yes, sir. 

Senator Matone. It says: 

* * * shall have power to establish a uniform rule of naturalization and 
uniform laws on the subject of bankruptcies throughout the United States. 

) You believe that? 
Secretary Humpurey. Yes. 
Senator Matong. And: 


To coin money, regulate the value thereof, and of foreign coin * * * 


Secretary Humpurey. And what? 
Senator Matone. It says that—and for a couple of decades we 
have overlooked it: 


The Congress shall have power to coin money, regulate the value thereof, and 





of foreign coin * * * 


Secretary Humpurey. Yes. 
Senator Matoner. You believe that 
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Secretary Humpurey. Yes. 

Senator Maton (continuing). That is where it ought to be? 

Secretary Humpurey. Yes. 

Senator Matong. Is that where it is now? 

Secretary Humpnrey. I think so. 

Senator Matoner. Under the laws that we now have, what power 
does the Congress have? They have the power to change the law, 
but what do they know about what is being done with their constitu- 
tional responsibility to coin money and fix the value thereof, if they 
do not change the law? 

Secretary ‘Humpnrey. Well, I think they have the same power the 
have in all things. The Congress cannot do everything every day. It 
has to provide responsibilities for others, and limit those responsibili- 
ties and activity. And then it has the power to do just what you are 
ae now, to call them in and ask them what they have been doing 
about it. 

Senator Matoner. That is what this hearing is for, and I hope we do 
something about it. 

Secretary Humpurey. I hope you soon get to Mr. Martin and see 
what you can do about it. 

Senator Matone. I intend to ask him, don’t worry about that. 
But I think you are a little more familiar with the way the country has 
been operating. You have not been here in Washington long enough 
to get ‘‘Potomac fever,” and you stay here another 5 or 6 years and 
you will be just like the rest of the officeholders. 

I have said this many times, if you do not get back west of the 
Potomac River to see the folks who are making a living the hard way, 
about 4 or 5 months you begin to believe this Washington stuff; do 
you not? 

Secretary Humpurey. That is right. 

Senator Matone. That is the reason I rode in the Elko Stampede 
and the Reno Rodeo last week with buckaroos and cowmen in Nevada, 
to keep my feet on the ground. 

Secretary Humpnurey. That is right. 

Senator Matone. Through that activity I hear a lot of things people 
do not hear in Washington. 

I have heard a good deal over the last 24 years about raising taxes, 
or manipulating the taxes to balance the purchasing power. Siphoning 
off the peoples money to prevent inflation. Did you ever hear of 
that procedure? 

Secretary Humpurey. Well, I heard some years ago that people— 
there were people who advocated redistribution of wealth, and all 
sorts of things, through the taxation system. 

I think, myself, that the purpose of taxation is just one thing, just 
one, and that is to raise the money to pay the Government’s bills 
as fairly and equitably from the people as you can possibly do. 

Senator Matonr. And then Congress should be the one to deter- 
mine the amount appropriated. 

Secretary Humpurey. Congress absolutely should determine—and 
Congress does determine—how much money can be spent. They 
determine how much money can be collected by passing a tax law, 
and they determine how much money can be spent by appropriations. 

Senator Matone. I think that used to be the case. I de not think 
Congress had much to do with it in the last 24 years. I have never 
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noticed, for that length of time, that Congress has changed a White 
House-proposed budget over 3 percent. 

Secretary Humpnrey. Has changed what? 

Senator Matone. A proposed budget over 3 percent which comes 
from the White House; have you? 

Secretary Humpurey. I do not know. I have not checked it. 

Senator Martone. You might look up that record, if you will, and 
as far back as at least under our administration—I say “ours,” 
because we are both of the same political faith, but I do not think we 
have done very well, either; that is, to change the trend towards 
White House control. 

I think Congress has adopted a lot of White House policies, in 
appropriating the taxpayers’ money, that were never contemplated 
under the Constitution of the United States. And I think if we do 
not check it within the next 2 years, that the folks will move in and 
change the picture. 

You might check that statement, if you will, for the last 24 years. 

Secretary HumpHrey. Yes, we can do that. 

Senator Matone (continuing). You have some holdovers in the 
Treasury who lived through most of this 24 years. 

Secretary Humpurey. What is that? 

Senator Martone. You have some holdovers in the Treasury that 
have been through most of this for the last 24 years. 

Secretary Humpurey. We have some people who have been there 
20 years; yes. 

Senator Matonn. They can get that information very easily. 

Secretary Humpurey. We will see if we can get that. 

Senator Matonn. The amount that has come from the White 
House recommended to be spent, and the amount actually appro- 
priated by the Congress. Just find out what the percent of difference 
is. 

Secretary Humpurey. We can do that. 

Senator Matone. If you can do it for 20 years, I would appreciate it. 
Secretary Humpnurey. Twenty years. We will try to do it. 
(Secretary Humphrey subsequently submitted the following: see 
also page 508.) 


CONGRESSIONAL ACTION ON BupGcEetT REQUESTS 


I have been told by the Bureau of the Budget that data are not available which 
would compare Presidential budget requests for total new obligational authority 
over a period of years with the amounts of such authority actually approved by 
the Congress. 

Material has been published, however, on a comparison of appropriation re- 
quests and appropriations by each session of Congress from 1946 to date. This 
information was compiled by the Appropriations Committees and was published 
on page 110 of the hearings on “The Budget for 1958’ before the House Appro- 
priations Committee on January 24, 1957. 
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Comparison of estimates and appropriations by sessions of Congress (fiscal years 
1946-57) 


Congress and session Estimates Appropriations Reduction 


ES eee ee es $73, 298, 859,629 | $73, 041, 364, 417 —$257, 495, 212 
84th Cong., Ist sess k 63, 947, 281, 321 
I sean heen hbase nee 50, 7 58, 160, 445, 563 
83d Cong., Ist sess 083, 65, 156, 254, 797 
82d Cong., 2d sess 94, 608, ae 85, 999, 646, 411 
SO tells 101, 117, 786. 897 
81st Cong., 2d sess. (after Nov. 27, 1950)... s 926, 19, 841, 684, 745 
81st Cong., 2d sess. (to Nov. 27, , 1860).. - i 61, 203, 355, 696 
8ist Cong., Ist sess- be , 313, 575, 46, 497, 456, 898 
80th Cong., 2d sess. “id bs 41, 675, 480, 957 
80th Cong., Ist sess. , 349, 643, 6! 35, 982, 887, 708 
79th Cong., 2d sess... . , a5. 35. 734, 209, 165 
79th Cong., ist sess 69, 780, 137, 110 —1, 395, 703, 768 


Note.—Foregoing figures pertain only to “appropriations” in appropriation bills and “appropriations’”’ 
pursuant to permanent law, and therefore does not include other forms of obligational authority such as 
contract authority and authority to expend from public debt receipts, some of which are enacted in other 
than appropriation bills. 

Source: ‘‘Estimates, appropriations, etc.” 1946-55, table VIIIa, ‘‘Grand total, regular annual, deficiency, 
supplemental, and miscellaneous acts and permanent appropriations.” 


Similar information as to the exact fiscal vear to which the appropriations 
applied is not available. The table is also incomplete in that it covers appropria- 
tions only and does not include contract authorizations, authorizations to expend 
from public debt receipts, etc. 

In these same hearings the Bureau of the Budget prepared a table in which it 
compared congressional action for all types of new obligational authority with 
recommendations of the administration as shown in the Annual Midyear Budget 
Review for the last 4 years. These data are current only as of the time of the 
review, and do not reflect any later action. 

Information comparing the congressional action on all sources of new obliga- 
tional authority with recommendations of the administration is available in the 
annual midyear reviews of the budget for the last 4 years. These give the following 
information as of the time of the review. 


Recommended Enacted Increase (+), 
or decrease (—) 


$62, 
55, 
60, 
68, 


770, 
21 
935, 
, $15, 


000 —$10, 113, 000 
000 —2, 019, 000 
000 — 586, 000 
000 +2, 035, 000 


Senator Matonz. Because I do not think Congress has had the guts 
to take charge of the appropriations for 24 years; they just have not 
had it. I am sorry. 

Secretary Humpnrey. I think there could be a good deal of im- 
provement in the way in which Congress functions with respect to both 
income and outgo, in handling the appropriations. 

Senator Matons. There is just one kind of function for Congress, 
and that is the vote for constitutional processes. There is not any 
other kind of a function that I know of. 

We are appropriating just about $40 billion a year for national 
defense, are we not? 

Secretary Humpurey. Yes; that is about it. 

Senator Matones. An average of around $5 billion to $8 billion goes 
direct to foreign powers, does it not, through direct appropriations 
and our various trick financial institutions like World Bank, Export- 
Import Bank, and others; is it not pretty close to that amount? 
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Secretary Humpurey. Of course, Senator, those institutions bring 
their appropriations in, and they are gone over in very great detail. 

Senator Matonz. That is right; they bring them in. 

Just a general question 

Secretary Humpnrey. They are gone over in very great detail, by 
the Appropriations Committee, for each of those institutions or de- 
partments of Government. 

Senator Matonn. Well, you may remember, I know something 
about committee procedure, and I doubt if Congress understands any 
of it very well. 

I am just asking you whether that is not a fact. 

Secretary Humpurey. That what is a fact? 

Senator Matone. That about 5 to 8 billion dollars a year, for the 
last 10 years at least, has gone to foreign nations on one pretext or 
another, either a loan or gift outright, or material going to them. 

Secretary Humpurey. Or troops in their country. 

Senator Matong. Just leave troops alone a minute. 

Secretary Humpurey. Well 

Senator Matong. I am talking about that 5 to 8 billion dollars that 
just goes to the nations in loans or gifts. 

Secretary Humpurey. Well, I would have to again check that for 
the exact figures. 

Senator Matonr. Would you do that for 10 years, or make it 12 
years. 

Secretary Humpnrey. We will make it 12 years, and say it goes 
— 4 to 7, and I would be pretty sure you would be right. You are 
close. 

Senator Matong. Thatis good enough forme. You have auswered 
it. 

Secretary Humpurey. That would be right close. 

Senator Matonr. We just give away, under some pretext or 
another 

Secretary Humrpurey. Again, I do not think I want to say that we 
just give it away. I think we get something for it. 

Senator Matong. What do we get? 

Secretary Humpurey. We get some military protection, quite a lot 
of military protection. 

Senator Matons. That is what the people are told we get. Never- 
theless, is that all you have to offer, military protection? 

Secretary Humpnurey. I think very largely what we get is what we 
hope will be assistance in maintaining our security. 

Senator Matone. Yes. 

I notice lately there has been quite a change in attitude of foreign 
nations. They are getting tired of our troops among them, and the 
money we are paying out in those countries perhaps is going to keep 
certain governments in power; is that not about right? 

Secretary Humpurey. It may not be in every place. 

Senator Matonge. Well now, in our controlled inflation, our con- 
trolled currency, then, we have not quite controlled it yet, explain to 
me how the rediscount rate operates. Who fixes it and how does it 
operate? 

Secretary Humpurey. There again, you are getting into the Federal 
Reserve Board technicalities, and I suggest you get it from them. 
That is a technical operation of theirs. 
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eopmeot Matone. What is the rediscount rate and what effect does 
it have 

Secretary Humpnrey. That is something the Treasury has nothing 
to do with. 

Senator Matone. What is a rediscount rate? The Treasury must 
understand what it is. 

Secretary Humpurey. But we have nothing to do with it. 

Senator Matone. I did not ask you that. 

Secretary Humpurey. That is another witness. 

Senator Matong. What is it? 

Secretary Humpurey. That is not I. 

Senator Matong. What is it? You are the Secretary of the 
Treasury of the United States. I did not ask you who manipulates it. 
I just asked you what it is. 

Secretary Humpurey. Well, that is the rate at which the banks can 
borrow from the Federal Reserve. 

FiSenator Matonsr. Then when a bank borrows from the Federal 
Reserve, they pay a certain interest rate, is that it? 

Secretary Humpurey. That is right. 

Senator Matone. What does it generally run? 

Secretary Humpurey. They change it. It has run over a very 
wide range over a period of time. 

Senator Matonr. What has it been during the latter period you 
have been here? 

Secretary Humpurey. I would have to look it up. 

Senator Matone. Just approximately. 

Secretary Humpurey. It has gone from a low of 1% to a top of 3 
in the last few years. 

Senator Matons. When a bank borrows, buys Government bonds, 
what is the modus operandi there? Can they issue money against a 
Government bond? 

Senator Humpurey. Now, Senator, I am just sorry, but I am not 
going to get into the technicalities of Federal Reserve Board operation. 
You have them coming here, and I am here for discussion of the Treas- 
ury’s activities, and I] am just sorry, but I am not going to get into 
Federal Reserve operations. You will have to get that from them. 

Senator Matonn. I thought you might have learned a little about 
it since you have been here. 

Secretary Humpurey. No. 

Senator Matonz. You can hardly operate separately, can you? 

Secretary Humpurey. We are separate. 

Senator Matonr. Do you not ever talk to each other? 

Secretary Humpurey. Yes, sir, we do. 

Senator Matong. Does what they do have anything to do with 
what you do? 

Secretary Humpurey. We talk to each other. 

Senator Matonr. Does what they do have any effect on what you 
need to do? 

Secretary Humpurey. Yes, it does. 

Senator Maton. What is it? 

Saeenes Humpurey. They are very closely related with each 
other. 

Senator Matonr. How? 

Secretary Humpurey. Well, they have a good deal of effect upon 
the amount of credit available; the amount of credit available has a 
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great deal to do with the amount of securities we can sell, and how and 
the way we sell them. 

Senator Matonr. What credit? How do you mean? 

Secretary Humpurey. What? 

Senator Matonn. Do you mean the credit available? 

Secretary Humparey. Well, it is credit that people, the banking 
system, has available for lending. 

_ Senator Matonr. How? In what way, I mean, if you could explain 
it to me. 

Secretary Humpurey. Well, you are going to get it from them, 
Senator. I am just sorry 

Senator Matonn. I am not sure I will. I have an idea they will 
have some way of dodging it. 

Secretary Humpurey. I will be glad to answer any questions about 
the Treasury, but I am not going to get into detail on the Federal 
Reserve Board. 

Senator Matonn. You say you do determine the interest to be 
paid on Government bonds. 

Secretary Humpurey. That is correct. 

Senator Matonn. That is your job. 

Secretary Humpurey. That is my job. 

Senator Matong. Do you consult with the Federal Reserve Board 
on that point? 

Secretary Humpurey. I get the benefit of their thinking about 
things, and the benefit of the thinking of a lot of people about it. 

Senator Matong. You are the final judge? 

Secretary Humpnurey. I canvass the market just as broadly as [ 
can, before making up my mind. 

Senator Martone. But you are the final judge? 

Secretary Humpurey. That is correct. 

Senator Matonz. Do you have anything to do with determining 
the margin on the stock exchange? 

Secretary Humpurey. Not a thing. 

Senator Matone. Does the Federal Reserve Board? 

Secretary Humpurey. I do not know whether it is Federal Reserve 
or Securities and Exchange Commission. I think it is Federal 
Reserve. 

Senator Matonz. I think you know that. 

Secretary Humpurey. I have nothing whatever to do with it. 

Senator Matong. You have already testified about that part of it. 

Secretary Humpurey. What is that? 

Senator Matonu. You have already testified you do not doit. But 
the Federal Reserve Board does have it, do they not? 

Secretary Humpurny. Yes, I think they do. 

Senator Matonz. Then, in your opinion, if someone, no matter 
whether it is Federal Reserve Board or whoever it is, can determine 
the margin on the stock exchange, the percentage you have to put up, 
whether it be 10 percent or 90 percent, would that not have some 
effect on the amount of stock sold on the stock exchange, the stock 
exchanges? 

Secretary Humpurny. Well, I do not know whether over a long 
period it would, or not. Over short periods, it would. The stock 
exchange volume is pretty high with high margin requirements. 
Whether it would widely expand if margin requirements went down 
or not, it is a little hard to say. 
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Senator Matonsr. What has been the latitude of regulation? Has 
it run from 30 or 40 percent up to 75 or 80 percent? 

Secretary Humpurey. That, again, is their job. Now, you stick 
to the Treasury, and I will. But I am not going to testify about the 
Federal Reserve and their particular functions. 

Senator Matong. You do not even know what have been the re- 
quirements? 

Secretary Humpnrey. I do not. I do not buy and sell stocks, and 
I do not have margin accounts. 

Senator Matons. You are connected with some people who sell 
stocks, are you not? 

Secretary Humpurey. I do not pay much attention. 

Senator Matonn. Are you not connected with some people who 
sell stock? 

Secretary Humpurey. What is that? 

Senator Matone. Are you not connected with some organization 
which sells stock? 

Secretary Humpprey. None whatever. 

Senator Matone. None whatever? 

Secretary Humpurey. No, never dealt with stocks particularly. 

Senator Martone. You never dealt with them yourself, but are you 
connected or have you been connected with any corporations that 
sell stocks? 

Secretary Humpurey. Bought and sold stocks, no. 

Senator Matong. I do not say bought them, but sell them for 
money to operate on, sell their stocks on the market. 

Secretary Humpurey. They have bought some and sold some, but 
that is not a business. 

Senator Matone. Is it not on the market? 

Secretary Humrurey. They do it very rarely. 

Senator Matone. Is it not on the market? Can you not buy 
stock and sell it 

Secretary HumpHrey. That is right. 

Senator MaLone (continuing). In some of the companies in which 
you are interested? 

Secretary Humpnrey. That is right. 

Senator Matone. I could buy the stock, or anyone could buy it? 

Secretary Humpurey. They are quoted on the stock exchange. 

Senator Matone. That is it. 

Secretary Humpurey. Oh, yes. But that has nothing to do with 
margins. 

Senator Matone. No? If I started to buy your stock, it would 
have something to do with the margins—the amount of money that 
I would have to put up. 

Secretary Humpurey. That would be your problem. 

Senator Matons. Then it would be a little more of a gamble, 
maybe, if it was only a 40 percent margin, than a 70, 80 percent margin. 

Secretary Humpurey. It would depend 

Senator Matone. It might have something to do with how much 
stock could be purchased by individuals. 

Secretary Humpurey. Yes, I think it would. 

Senator Matone. In other words, it has a general effect on the 
economic system, does it not? 

Secretary Humpurey. Again, I will say over short periods. Just 
whether it does over long periods, or not, I am not too sure. Sooner 
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or later, it gets back to savings and, of course, total credit outstanding, 
and all of those things. 

Senator Martone. We have already gone over that. We can take 
the Savings away from people pretty easily through inflation, can we 
not! 

Secretary Humpnrey. You can hurt them. 

Senator Matone. Continued inflation is a painless operation. 

Secretary HumpHurey. You can hurt them. 

Senator Matonr. They have been hurt, have they not? 

Secretary Humpnurey. I think so. 

Senator Matons. What about the installment period, the install- 
ment buying? That is to say, the period and the amount. Did not 
either the Treasury or the Federal Reserve have something to do with 
that for quite a while? 

Secretary Humpurey. Well, they did. There was regulation W 
that was exercised by the Federal Reserve, which could restrict the 
amount and restrict the terms. That was repealed after the war, 
and I think properly so. There has been talk about putting it back, 
but I would not be in favor of putting it back, certainly under present 
conditions. 

There might be times, when it would be advisable. But this gets 
back to just what you and I were talking about a few minutes ago. 
I think the American people are pretty able to run their own affairs 
pretty wisely, and I think they are a little better judges as to what 
they can properly owe and what they can properly buy and what 
they can properly pay, than some bureau here in Washington. 

Senator Matonr. But have we not taken that out of their hands 
through establishing boards and commissions to make decisions, in- 
stead of operating on a principle? 

Secretary Humpurey. No. It is strictly in their hands. 

Senator Matong. Well, just wait until I finish that question. 
Maybe you would not want to answer that way. 

In our method of operating now, where you can cheapen money, 
‘and do, continually, you can fix the rate of interest, and do fix it? 

Secretary Humpurey. Well, I do not fix it. 

Senator Matong. A man goes in business—just a minute. 

Secretary Humpurey. I do not fix the. rate for everybody. I fix 
the rate for the Government. 

Senator Matone. Just a minute. I am not ready yet for the 
answer. 

You are more familiar than I am, of course, with forming corpora- 
tions and operating them. But if a man goes into business, makes up 
his mind when he gets out of school or he has worked for somebody 
for a long time and wants to go into business, and borrow money to 
do it, which we all had to do to start, and he knows that if he can 
borrow money at 3 percent or 4 percent, his business will be a success, 
but after he has invested his money the interest rate goes up, is there 
not a tendency to break him? 

That is the question to you. 

Secretary Humpurey. Well, it all depends, of course, on how long 
he has borrowed his money for. If he is borrowing short term, why, 
then his money will reflect the—— 

Senator Matong. How long can a man in business borrow money 
for? Is not the bank pretty careful about the time? 
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Secretary Humpurey. It depends on how you borrow it. If you 
sell mortgage bonds, you can borrow for 50 years. 

Senator MALONE. se many small people are going to sell mort- 
gage bonds? 

ecretary Humpurey. Well, there are comparatively few that can 
sell 50-year bonds. There are a good many that can sell 20-year 
bonds, 12- and 20-year bonds. 

Senator Matone. Can a young man going into business, or a man 
going in without too much capital, sell any bonds at all? 

Secretary Humpurey. Not until he gets started. You have to 
have a reputation and be established. 

Senator Matong. I am trying to get back to the fellow in the 
grassroots who always thought if he could get a few thousand dollars 
together and go to the bank and borrow a little money, and go into 
business. 

Is it not generally a very limited time that he can borrow that 
money for? 

Secretary Humpurey. Yes; I think that is right. When he is first 
starting, that is true. 

Senator Matons. Is it not almost always callable? 

Secretary Humpurey. No;I do not think so. I think usually it is 
borrowed for some period of time, 6 months or a year. 

Senator Matone. Five years, 2 years, 6 months? 

Secretary Humpurey. Two years or 5 years, or whatever it may be. 

Senator Matone. It is a short period. 

Secretary Humpurey. It is a relatively short period. 
eee Matone. He has to make that business pay, or he does not 
dast long. 

Secretary Humpurey. That is right. You have got to do that, 
whether you are big or little. 

Senator Matone. That is right. All except the Government. It 
prints it. 

Secretary Humpurey. That is, we could. 

Senator Matone. When you come back to a Washington job, all 
they have to do is print it. That is right, too, is it not? 

Secretary Humpurey. We!l—— 

Senator Matone. If we had a chance of going broke, and I will get 
to that before I am through with you, if there was some system so we 
had to raise taxes or sell more bonds, but could not just print it, it 
might help. 

ecretary Humpurey. Well, of course, in a very broad way. What 
happened in Germany was—when inflation carries to the extreme and 
you finally devalue and start all over, why, that is about the same thing 
for a government that a bankruptcy is for an individual. 

Senator Matone. I think you are exactly right, and there are 
many people in this country who think we are headed for it. They 
do not think we intend to pay these bonds at all. 

Secretary Humpurey. I hope that will never be true. 

Senator Manone. So do I. But we certainly have shown no 
disposition to pay any of them so far. We brought you here to sell 
bonds fast enough to keep us out of bankruptcy, just keep selling 
them as fast as we can spend it; is that not about right? 

Secretary Humpurey. Well, we have not made much reduction in 
our debt, but we made a little. You always have got to start. 
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Senator Matonr. I remember there was 

Secretary Humpurey. You know, the first thing you have got to 
do is balance your budget. We balanced a couple of them, and we 
have got another one in prospect. We paid a little bit on the debt. 
We have at least made a start. 

Senator Matonz. I remember that on three different occasions 
here we raised the national debt in this committee. I did not vote 
for it. 

Secretary Humpurey. That is quite a lot better to be started in 
the right direction than to be going on the wrong road. 

Senator Matonn. I think you are right. But we have been awfully 
nervous about it, have we not? 

Secretary Humporey. Well—— 

Senator Matone. A little bit like a man with the D. T.’s, he goes 
one way a while and then the other. That is about right, is it not? 

Secretary Humpnrey. Well, I think we made a little progress. 

Senator Martone. I think you have done a marvelous job with 
the thing you started with, which was an impossible job to start with, 
and you knew it when you took it. I think that is probably one 
reason you have stood about all of it you can, and I do not blame you. 

Do you believe—and I note that there are several talking about it; 
even the President mentioned it a few days ago—that if this thing 
got any worse, and labor insisted on more wages and the steel com- 
panies insisted on more or higher prices, and everything went ac- 
cordingly, we might have to put on a price freeze? What do you 
think of that? 

Secretary Humpnrey. I would hope very much indeed that we 
would not have to do that. I think if the country was plunged into 
war, some great catastrophe of that kind, that we should immediately 
do so. 

I believe, in the event of a war, in an immediate freeze of everything, 
right across the board, and then very modest adjustment from time 
to time. 

And I think we probably, looking back on it, and this is second 
guessing, we probably would not owe so much money as we do today 
if we had done it previously and done it sooner. But that, of course, 
involves the ability to get it done, and a whole lot of things that make 
it difficult to do just what you would like to do. 

Senator Matonen. Well now, when you are in an extreme emer- 
gency, and I agree with you we would call it an extreme emergency 
when we go to war, some of us go to war, some of us do something 
else, everyone makes a sacrifice, we understand that, and you freeze 
prices. You do it so that it does not become lopsided, where wages 
would be aii out of proportion or the price of a certain scarce commodity 
be out of proportion. 

Secretary Humpurey. That is right. 

Senator Matone. You do it for that reason; do you not? 

Secretary Humpurey. That is right. Your whole society has to 
reorient itself, and you try to—— 

Senator Matonn. Do you believe in fixing prices in peacetime? 

Secretary Humpurey. I do not. 

Senator Matonr. Do you think that any good purpose can be 
served by fixing prices in peacetime? 

Secretary Humpnrey. I do not know of any, Senator. 
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Senator Matonr. When you fix prices in peacetime now, like right 
now, and you just say: “You must not have higher wages, regard- 
less of what happens through inflated prices, you must not raise the 
price of any commodity on your shelves or which you are manufac- 
turing,” is it not a good deal like putting your finger on the snout of 
a teakettle without putting the fire out under it? 

Secretary Humpurey. I think it is very much like it. 

Senator Matonr. You know it is going to explode or burn your 
finger off, only vou do not know when; is that it? 

Secretary Humpurey. It is, when you first start, a long road. 

Senator Matone. Is it not an acknowledgment of failure, in a way, 
of your system? 

Secretary Humpurey. You are talking about just in ordinary times? 

Senator Matons. Peacetime, just like today. 

Secretary Humpurey. Yes; I think it would be. 

Senator Matons. You think it would be an acknowledgment of the 
failure of the system? 

Secretary Humpnrey. To do it today; yes, sir. 

Senator Matonz. Now, then, if you believe that if we quit trying 
to balance the system, whether it is the Federal Reserve Board or the 
Treasury—whatever the Federal Reserve Board does to augment this 
inflation, naturally you have to meet it with your interest rates; do 
you not? 

Secretary Humpnurey. That is right. 

Senator Matone. So you are helpless; are you not? In fixing 
interest rates, you have to take what the market provides. 

Secretary Humpnrey. We have to take what the market will 
provide. ° 

Senator Martone. You will pay the interest on Government bonds 
that the traffic will bear; is that not about it? 

Secretary Humpnrey. That is right. 

Senator Matonn. I am not convinced, by any means, yet that the 
dollar is worth 48 cents on the basis of 1934. I hope I will have 
further opportunity to go into it. I think the purchasing power of 
the dollar based on 1933 is nearer 33 cents than 48 cents. The men 
working it. the mines, the manufacturing institutions, the $5- or 
$6-a-day man in 1933-34, that man has to make $15 a day now to live 
in the same way? 

Secretary Humpsrey. That is right. 

Senator Matonsz. Now he has to make $15 or $16, does he not, to 
do the same job? 

Secretary Humpnrey. I think it is in that order. 

Senator Matone. I, for one, do not think you can start on any par- 
ticular strata or persons to stop inflation. 

You hear people say, “Here are the steel companies. They have 
got to have $6 more a ton, and that is going to cause inflation.”’ 

You hear people say, “If you could just hold wages and never let 
them be raised, why, inflation would be stopped.”’ 

But those people do not stop to think that the burden then would 
be on one class of people. What they are trying to do is find a place 
to dump the load. Naturally, if you could not raise wages to meet 
this inflation so he could keep living in the same kind of a house or 
keep eating the same, it might stop inflation for a while, but it is 
loading it on one class of people. 
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I do not know the steel business. You have been in it for a long 
time. Ido not know whether the $6 a ton increase is justified or not. 
But I know there are some pretty smart people in that business, and 
they know that to sell steel they have to meet the market. 

What do you think about holding labor at one set price, regardless 
of what inflation does to steel or a bottle of milk, or anything else? 
Do you think that can be done? 

Secretary Humpurey. I do not think that arbitrary controls in any 
segment of the society will operate advantageously. I think if you 
start it in one place, you will have to follow through in many, many 
more, and I really do not believe that in peacetime it wil] work, no 
matter what you do. 

Senator Matone. In other words you cannot stop with controlling 
one part of the economy. 

Secretary Humpurey. And certainly if you did, you would destroy, 
if you put it in broadly enough to make it effective, you would destroy 
our freedom of choice which is the heritage of the American citizen. 

Senator Matong. But when you start—I think you said something 
very significant there, in Washington they get to thinking if they could 
just fix this one little thing, everything would be all right, but there 
is no stopping place. 

Secretary Humpurey. They cannot do that. 

Senator Matone. If they fix one thing, it leads to fixing something 
else; does it not? 

Secretary Humpurey. That is right. 

Senator Matone. So you finally have to take over the whole thing, 
and then it explodes in your face; is that not about right? 

Secretary Humpurey. Then you have another system. 

Senator Matone. We have been edging closer to that other system 
during the last 24 years, I think; do you not? We made a rather good 
approach. 

Secretary Humpnrey. Well, I think we both agree that, as [ said 
a few minutes ago, we have got to watch our step to see we do not 
encroach, that we do not needlessly encroach, on individual freedom 
in order to protect the rights of other people. 

Senator MALONE. Well, you know Mr. Bulganin and Mr. Khrush- 
chev, in an interview I had with them in Russia, said a very significant 
thing to me, because we have had people in our country, and still 
have them, who think the Socialist system is pretty good, or at least 
a touch of socialism, sort of producing for consumption, and that sort 
of thing, and holding down the prices of various materials. 

But what Bulganin said was this: I asked him, because they called 
theirs the 16 Socialist Republics, if you will remember, and [ said, 
“Mr. Bulganin, would you tell me the difference between socialism 
and communism?” 

He said, ‘‘I will be glad to.”” He said, ““We do not have communism, 
pure communism. We have a Socialist form of government.”’ 

And I asked him what the difference was, and he said, ‘‘Socialism 
is the first step to communism. You first have socialism, and then 
communism.” 

I said, “‘What is the difference?” 

He said, “Under socialism, you work according to your ability 
and get paid according to your work.” He said, ““Under communism, 
pure communism, which is our objective, and it might be some tim« 
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before we reach it, you work according to your ability and get paid 
according to your needs.”’ 

That is the rosy future they hold in front of their people. 

So the ideal system, of course, is that everybody would have 
everything he needs for the work he can do. And under pure com- 
munism, he would work according to his ability, and have everything 
he needed. Under socialism, the first step, he would work according 
to his ability and get paid according to his work. 

Do you go along with that definition? 

Secretary Humpurey. I donot want either one of them. [Laughter.] 

Senator Maton. If we keep up what we are doing, I have news for 
you [laughter], we may wake up with the kind of government we think 
we are fighting. 

You mentioned something about the hair-curling business that 
we might have a depression in this country if we just keep on the 
way we are going. What did you say about that? 

Secretary Humpurey. Well, what I said was that if we kept on 
letting our expenditures get further and further out of control over a 
long enough period of time, if we did not handle our fiscal affairs in an 
intelligent way, that we would get into a depression which would curl 
your hair. 

Senator Matone. What do you think is going to happen if we have a 
depression—just a nice little one, now, that would probably make that 
one in 1929 look like a pup—what do you think would happen to our 
form of government? 

Secretary Humpurey. I do not know. I do not see anything which 
would make you anticipate that you would have a 1929 catastrophe 
or a 1930 depression. I would hope that we had learned enough to 
not have that sort of thing happen again. 

Senator Matong. What have we learned which would prevent it? 

Secretary Humpurey. I think the first thing we have learned, and 
I think perhaps the most important, is to attempt to avoid excesses 
on the up side so that we do not have to have them corrected by such 
wide excesses on the down side. 

I think that John L. Sullivan said, “The bigger they come, the 
harder they fall.” The higher you go, the further down it is. 

Senator Matone. We are higher now than we have ever been; are 
we not? ' 

Secretary Humpurey. Not necessarily, no. We are not higher now 
from the point of view of excesses. We are higher in volumes in many 
things, but not in excesses. It is the excesses that get you into trouble. 

Senator Matone. What do you call excesses? 

Secretary Humpurey. Well, excessive inventories, excessive spend- 
ing, lack of savings, all the things that make imbalances. 

Senator MaLone. Excessive savings? 

Secretary Humpurey. No. Lack of savings. 

Senator Matone. Lack of savings. 

Secretary Humpurey. The imbalances that you get in your econ- 
omy, wide imbalances. 

Now, we do not have existing today the excesses that make for 
severe reaction, I do not believe, and I think that if we can avoid, if 
we can be smart enough to avoid, the accumulation of those great 
excesses, that we do not lay the groundwork for the severe reaction. 

Senator Matoner. Well, let us take up this inventory question. 
The inventory on automobiles is pretty high; is it not? 
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Secretary Humpurey. No; it is not bad. 

Senator Martone. It is not bad at all? 

Secretary Humpnrey. No. 

Senator Matone. How about the inventory on farm products? 

Secretary Humpnrey. That is a problem we have not yet found the 
right solution for. What it is, I do not know. But I think that any 
of us, including the farmers themselves, will agree that we have not 
found the right solution for that problem yet. 

Senator Matone. Well, without going too far into the inventories, 
do you think the stock exchange right now reflects the true value of 
all the major stocks? 

Secretary Humpurey. Well, there is just one thing I am sure about 
on the stock exchange, what Mr. Morgan said. He knew quite a lot 
about it, a lot more than I know. He said the one thing he was sure 
about was that it would fluctuate. [Laughter.] 

Senator Martone. I suppose Mr. Morgan learned something about 
it in 1929. He did not seem to be hurt too much, you know, in 1929. 

After 1929, I was talking to some people in New York one time, 
including some newspaper people. I was the State engineer of my 
State then, and I said, ‘Tell me how you got hurt. You are here, 
right under the gun. ‘Those of us 3,000 miles away, I can understand 
how we got hurt.” 

The fellow looked kind of thoughtful for a minute, and he said, 
“We thought it was going to happen the next morning, and it hap- 
pened the night before.”” [Laughter.] 

You reme mber, and | know you do, [ knew many people who went 
into that stock market, like they are doing now, and got out of it, and 
put the money in the bank because they knew it was unsound, and 
then just could not stand it and got back in it because it did not happen 
when they thought it would, and it caught most of them finally. 

They all knew it was an unnatural thing, as they know now, but the 
next morning and the night before makes a lot of difference, does it 
not? 

Secretary Humpurey. It makes a lot of difference. 

Senator Matone. And all of our public officials in office in 1929 
were the most popular in the world. And the next morning, you 
could not elect one of them dogcatcher in the Ozarks, and could not 
since that time. 

So popularity is not a very good indication in this situation. 

Secretary HumpuHrey. It is not a very good guide. 

Senator Maton». It is not a very good guide. 

If we allow prices and the supply of goods to take their natural 
course, that you believe to be the criterion of what prices should be, 
to determine themselves in the long run through competition? 

Secretary Humpurey. I think over a period, they will. 

Senator Matonz. Well now, what about our investments abroad? 
We have a system now that has resulted in quite a lot of investment 
abroad, do we not? Is not the present system conducive to sending 
American capital abroad? 

Secretary Humpurey. Yes. 

Senator hi domen (con tinuing). To encouraging investments aboard? 


Secretary Humpurey. Yes. 

Senator Matonr. What is the system that seems to encourage 
American money to go abroad now, rather than investing the money 
here? Just what induces this investment abroad? 
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Secretary Humpnrey. Well, there are a great many factors. In 
one case, there are a good many American concerns which are suecess= 
ful here which are expanding their markets by putting in plants or 
stores in foreign countries, so that they can reach a broader market: 

There is another group of people who are interested in natural 
resources, and who are finding natural resources in various places 
around the world, who go there to develop them. There are parts of 
the world which have natural resources which have not been combed 
over quite as closely as a good part of our own country, although I 
personally think ther: are a lot of resources in this country which 
have not been develop: | yet, that can be. 

But there are—you can point to a number of very large and fine 
deposits of natural resources, and one of them, of course, and the 
largest investment that goes from America around the world, is the 
oil business. I think there is probably more money in oil around the 
world in various places than probably any one single thing you can 
think of. 

So there are many reasons why there has been American investment 
in various countries elsewhere in the world, different objectives 
that—— 

Senator Matonr. These investments abroad in a good many casés 
are made to produce goods to bring into this country? 

Secretary Humparey. In some cases to bring them here, but in 
other cases to expand markets and develop markets elsewhere. 

Senator Matone. How do we expand our markets with these foreign 
investments? You put in a plant in England or Scotland or in Japan; 
you use the cheaper labor there, so that the cost of labor is balanced 
against the market or the amount you can get for the goods, and then 
you can sell them there, when you use their labor, at a lower cost? 

Secretary Humpurey. Well, not necessarily. Let us take—there 
are all sorts of things. Sometimes that is true. Other times it is 
not true. 

Take a Sears, Roebuck store. It is a good place to have a Sears, 
Roebuck store in Chicago or Washington. It is also a good place to 
have it in some big foreign city. 

Senator Matone. Yes. I found several of them in foreign countries. 

Secretary Humpurey. You find them most anywhere you go. You 
find them in a lot of places. 

Senator Matonr. And, generally speaking, as soon as our American 
investors can establish the production of the material there, they sell 
to the local people and ship their goods to our American market, do 
they not? 

Secretary Humpnrey. Sure. 

Senator Matone. I found a Sears, Roebuck store in Venezuela. 
I expect we find them, like General Motors and Ford, you find them 
in many countries. 

Secretary Humpnarey. That is right. 

Senator Matone. But they are selling a product which they 
manufacture there with the local low-cost labor, selling it to the local 
people and also importing the goods into the American market. 

Secretary Humpurey. Well, sometimes they make it there, and 
sometimes it is parts shipped from here, and it is whatever happens to 
fit the circumstances. 

Senator Matone. But is it not a fact that most of the stuff shipped 
from here into foreign countries, that the respective foreign country 
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charges duties or tariffs to prevent imports of the materials they 
manufacture? 

Secretary Humpurey. I do not think you can generalize too much 
on it. I think that is true in some cases, and I think in other cases it 
is not. 

Senator Matone. Well, do you have any case in mind where it 
is not? 

Secretary Humpurey. Yes. Our export trade has gone up a good 
deal, and we have a large export trade from this country, moving 
around in other countries of the world. 

Senator Matonr. What do you call export trade? Do you call it 
export trade when we give them the money to buy our goods or give 
them our surplus agricultural products at below our cost? 

Secretary HumpHrey. Well, of course, it is export trade, but in 
that 

Senator Matone. It is not very profitable, is it? 

Secretary Humpurey. In that situation, it is a subsidized export. 

Senator Matongz. And not very profitable. 

Secretary Humpurey. Well—— 

Senator Matone. Except for the fellow who sells. It is not very 
profitable for the taxpayers here, is it? 

Secretary Humpurey. I do not know. I think you have to—again, 
you cannot generalize entirely, I think. 

Senator Matonz. If I had the time, I would like to particularize. 

Secretary Humpurey. You have protective tariffs against goods 
coming in, to maintain some business at home, and subsidizing of 
exports to some extent for the maintenance of development at home 
to go abroad. 

I think you have got to be pretty careful. I do not think you can 
generalize very well about it. 

Senator Matongs. Who do you think ought to determine our im- 
ports? Do you think some bureau here in Washington should de- 
termine what ought to be imported, or do you think there ought to be 
a principle alahtahed by Congress? 

Secretary Humpurey. I think as largely as possible, the ground 
rules should be adopted by the Congress, after very full discussion 
and debate. 

Senator Matone. I agree with you. 

Secretary Humpurey. Then, of course, you have to have adminis- 
trative functions to carry it out. 

Senator Matone. But to carry out a principle established by 
Congress, and not to put it in the hands of the executive or a State 
Department, is that it? 

Secretary Humpurey. Just where you break off in the handling of 
every detail, as to what is discretion and what is detail, that becomes 
a practical matter in each case as to how you want to handle it. 

Senator Matonr. Do you know what it costs to send an American 
automobile into England, for example? I can go into detail if you 
insist. 

Secretary Humpurey. No;I do not know. 

Senator Matonn. You do not know. I do. It costs 55 percent 
of the cost of the car. So not many of them go, except to the ambassa- 
dors and other officials. England protects her workingmen’s jobs 
and investors. 
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Secretary Humpurey. Yes. 

Senator Matonge. Who have some way of getting the money to 
buy the cars there. 

Secretary Humpnurey. Yes. 

Senator Matone. Thirty-five percent of the cost is taxes, and 20 
percent tariff. We have a 10 percent tariff to bring an English car 
here, and of course, as you know, we are importing a lot of them now. 

I see General Motors is starting to import their cars from their 
foreign factories now. They say it is self-defense. I suppose it is. 

I could tell you more about American capital invested in foreign 
cheap labor countries and selling in our American market under our 
virtually free-trade arrangement. 

Secretary Humpurey. Well, that really is not quite Treasury busi- 
ness, either. 

Senator Matone. Well, it is your business to collect the tariffs. 

Senator Humpnrey. It is our business to collect, that is right. 

Senator Martone. I remember you had what you called a customs 
simplification bill here, when what it really meant was a changing of 
classifications, resulting in lowering of the tariffs. I denounced it at 
the time. 

Secretary Humpurey. Well, do you think it is more than we esti- 
mated? We estimated it would be a very, relatively, small amount. 

Senator Matons. The small amount, is enough to make the differ- 
ence, the difference in the wages and the cost of doing business here 
and abroad should be the criterion, and when you tinker with that 
balance, there is only one organization that knows how to take the profit 
out of cheap foreign labor at the waters edge, and that is the Tariff 
Commission. But you took it away from the Tariff Commission in 
the 1934 Trade Agreements Act and continued the principle in your 
customs simplification bill. 

We could go over that again. We did go over that with you at the 
time. 

Secretary Humpurey. That is right. 

Senator Matonr. And Mr. Rose your assistant was here. 

Secretarv Humpurny. That is right. 

Senator Matons. And the record reads better now, which we made 
at that time, than it did at the time we made it, because it is now 
coming to pass—increased imports as a result of your Customs 
Simplification Act. 

So when you go below, whether 1 percent or 2 percent or 20 percent 
of that difference in effective wages and the cost of doing business 
here and abroad, you have done away with your industry here if 
they cannot reduce wages and costs to meet the foreign prices, have 
you not? 

Secretary Humpnrey. Well, if you cannot meet the prices here, 
why, they are going to sell the foreign product, that is all there is to it. 

Senator Matonre. Have you any idea they can meet the prices 
here on textiles, for example, with 15 cents an hour labor in Japan 
with our machinery installed by American investors? 

Secretary Humpnrey. Of course, the higher you go into goods that 
require a high percentage of labor, the greater the disparity becomes. 

Senator Martone. I think that is a good remark just to let stay on 
the record. 
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Now, Mr. Secretary, in response to a letter to me dated June 28, 
signed by Mr. Burgess—is Mr. Burgess here? 

Secretary Humpurey. No, he is not, but he will be up. I believe 
he is the next witness, Mr. Chairman 

Senator Matonr. Does he know anything that you do not know? 

Secretary Hutumpurey. Yes; I think he does, a great deal. 
{[Laughter.| 

Senator Martone. You have been associating with him quite a 
while now, have you not? 

Secretary Humpurey. [ am not a very good student, I fear. 

Senator Matonn. Anyway, the letter was signed by him, but mine 
was addressed to you. I talked to you on the phone a time or two. 

Secretary Humpenrey. You probably asked for something that he 
knows more about than I do. 

Senator Martone. I think that prevails in Washington. One of the 
greatest harms, in my opinion, one of the terrible things done to this 
country, is when they sold us on a bill of goods that there are definite 
answers to all economic problems. 

You and I know there are not definite answers to them unless 
somebody picks up the check. So far it has been the taxpayer. You 
agree with that, do you not? 

Secretary Humpurey. I agree pretty much. 

Senator Matone. I am sure you do, or you would not still be in 
business. 

Here is a table very interesting to me, table 1, United States gold 
stock, monetary gold requirements, and foreign dollar holdings in 
1934 to 1957. 

Do you have a copy of the table there? 

Secretary Humpurey. Let’s see. 

Senator Matone. The letter was dated June 28. 

Wait a minute. May 29, a month earlier. 

Secretary Humpurey. | have got May 22. 

Senator MALoneE. May 22? May 29. I think this was the last 
one. The first letter did not give me the answer. 

Anyway, in any case, this is my question, very simply: The table 
shows from 1934 to 1956 and to March 1957, for each year the United 
States gold stock in one column, United States monetary gold reserve 
requirements in another column, total foreign dollar holdings in 
another column, and the foreign official short-term dollar holdings. 

My question: First, how much gold do we have that is owned by 
the United States, in ‘Fort Knox and the Denver Mint, or wherever 
it may be stored, and in New Y ork, and all such de positories ? How 
much gold do we have in storage? 

Secretary Humpurey. N ow? 

Senator Matone. Right now; that is, March 1957. 

Secretary Humpurey. In March of 1957, I think I have the same 
table now that you have — 

Senator Matonr. Yes, I am sure you do, or I would have told you 
it is $22.406 billion; is that right? 

Secretary Humpurey. That is right. That is the same table. 

Senator Matonr. Is that right? 

Secretary Humpurey. Yes. 

Senator Matone. Now, the next column, then, United States 
monetary gold reserve requirements, shows $11.761 billion. What 
does that mean? 
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Secretary Humpurey. Well, there is, under present law, a require- 
ment of 25 percent gold reserve against the outstanding currency and 
deposits of the Federal Reserve banks, and this is that figure. 

Senator Matone. That is one-fourth. 

Now then, how much money is there, then, in circulation, actually, 
at the present time? 

Secretary Humpnrey. Well, it would be up to four times this, on 
the basis of the currency that has to be protected in this way. 

Let me see if I do not have the exact figure here. 

The currency, the currency alone outside of banks, is $27.4 billion 
outstanding on April 24. 

Senator Matone. In currency, what does that represent, what is 
that, actually? Is that printed money? 

Secretary Humpurey. That is printed money and coins; printed 
money and coins. 

Senator Martone. That is the folding money and the silver, is that 
it? 

Secretary Humpurey. That is right. 

Senator Matone. Because there is no gold in circulation. 

Secretary Humpurey. Silver, copper, nickel. 

Senator Matone. Copper, yes. Could you separate it for me? 

Secretary Humpurey. Well, I think I can; yes, sir. 

$25.855 billion are printed notes as of April 30, 1957. 

Senator Matone. That is the folding money, the little bills that we 
carry around? 

Secretary Humpnrey. That is right. 

And the coin is $4.631 billion. Well now, wait a minute. There 
are some in silver certificates, there are some dollar bills in there. 

Silver certificates are $2 billion—the Federal Reserve certificates are 
$25.855 billion. 

Senator Matong. Federal Reserve. 

2 eeeneey Humpnrey. Then the silver certificates are $2.100 
ion. 

I think all the rest, practically all the rest, are coins. There are 
some old national bank notes, and minor items, but about $2 billion in 
coins. 

Senator Matonre. How much of that is in silver coin? 

Secretary Humpurey. Standard silver dollars are only $250 million. 

Senator Matone. Then there are some 

Secretary Humpnurey. There are subsidiary silver coins of $1.301 
billion. I suppose those are the small coins, dimes and halves and 
quarters, and so on. 

Senator Matone. Yes. 

Secretary Humpurey. So it would be, altogether, including the 
dollars, it would be about $1.5 billion of silver coins. 

Senator Maton. Those dollar bills and silver certificates, did you 
say there were $2.100 billion? 

Secretary Humpurey. That is right. 

Senator Matonz. That you can take to the bank window and get 
silver; can you not? 

Secretary Humpurey. That is right. 

Senator Matone. It is not against the law to have silver, but it 
is against the law to have gold; is that right? 

Secretary Humpurey. That is right. 
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Senator Matonz. Does this $22.406 billion of United States gold 
stock represent all of the amount in the various depositories of the 
country owned by the Government? 

Secretary Humpurey. I believe so. 

Senator Matone. At least stored by the Government. 

Secretary Humpnurey. Yes. 

Senator Matonr. That includes what, besides Fort Knox? Where 
do you have money stored, gold stored? 

Secretary Humpurey. There are a number of places where we 
have it. 

Senator Matonn. Denver Mint? 

Secretary Humpurey. We have it in mints and assay offices. 

Senator Matonr. Would you get me a list, and the amounts? 

Secretary Humpurey. Of where it is? 

Senator Matonn. Yes. 

Secretary Humpurey. Of vaults in New York, and all over? Yes; 
we can get you a list. 

(Secretary Humphrey subsequently submitted the following; see 
also page 508) 

Gold balances as of June 30, 1957 


Total value 


i aR i ieee RE RL AE See $3, 285, 186, 528. 70 
United States Mint, Philadelphia, Pa_.._....-....--.----- 3, 950, 959. 33 
United States Mint, Denver, Colo.-__...-...-.---------- 5, 955, 373, 333. 88 
United States Mint, San Francisco, Calif_...........----- 629, 745, 404. 27 
Por muon, bullion depository ._........................ 12, 483, 414, 764. 30 
Federal Reserve Bank of New York-_...._-..---....------ 374, 035, 076. 78 

ee ok ee Oe AL Yi Ps 22, 731, 706, 067. 26 


Senator Matonr. It is not classified, is it? 

Secretary Humpnurey. I do not think so. You are not intending a 
raid or anything, are you? [Laughter.] 

Senator Matonz. I do not think it would make much difference. 
I am just beginning to understand what we really own. Now, how 
much of this gold is held by—how much of this gold is foreign holdings, 
altogether? 

Secretary Humpurey. Well, I think there is just a little misappre- 
hension about that. 

Senator Matonr. I hope so. But will you answer my question? 

Secretary Humpurey. I will. None of it is held by foreigners. 

Senator Maton. None of it? 

Secretary Humpurey. None of it. There is none of it that is 
earmarked or none of it that anybody has any special claim on. What 
the foreigners have in this country are dollar deposits. Now, with 
those dollar deposits, what we do is, a foreign official bank can draw 
against a dollar deposit and ask for gold to be shipped to balance the 
account. That is not true of private accounts, but it is true of central 
banks. Now, they have that right. It is very seldom used. There is 
very, very little of gold that is used. 

Senator Manone. If I have $10 of gold in the bank I do not gener- 
ally demand the last $10. Is that what you mean? 

Secretary Humpurey. They can; at the present time, a foreign 
central bank can ask for gold as against a check for dollars. 

Senator Matone. How much do they have? 
ee Humpurey. The total they have in March was $7.530 

illion. 








FINANCIAL CONDITION OF THE UNITED STATES 447 


a Matone. That is not what I have here. This says $9.108 
illion. 

Secretary Humpnrey. Wait until I get the figures. That is Gov- 
ernment bonds. 

Senator Matone. Foreign official holdings 

Secretary Humpurey. Well, the short term is $7.5 billion. 

Senator Matone. There is something wrong with this table here. 

Secretary Humpurey. Wait a minute, until we find out. There is 
something wrong here. 

Senator Matong. I know there is something wrong, but I think 
your figures are right. 

Secretary Humpurey. Here they are. I had it in two columns 
here. The foreign official is $7.530 billion. And the international 
institutions is $1.558 billion. 

Senator Matong. What does this mean, then, in this official table 
furnished me? 

Secretary Humpurey. Let me add them up; $9.088 billion. 

Senator Matong. Now, define the difference in those two terms. 
You did not give me that information. 

Secretary Humpurey. Well, they are the same, you see; the same 
amount of money. One is 

Senator Matone. They can demand the money? 

Secretary Humpurey. What? 

Senator Matone. They can demand the $9.108 billion? 

Secretary Humpnrey. [tis two things. It is the short-term foreign 
holdings plus the international institutions. 

Senator Matonr. And they can demand, then, the combination of 
$9.108 billion? 

Secretary Humpnrey. That is right. 

Senator Matone. Then it is merely a technical matter of decidin 
what it actually is, but it is $9.108 billion they can demand in “a 
and secure delivery? 

Secretary Humpnurey. That is right. 

Senator Matonn. Can they do that at any time? 

Secretary Humpurey. Any time, unless we change the rules. 

Senator Matonr. Change the rules while the ball is in motion. 

Secretary Humpurey. That is right. 

Senator Matonr. How would we change the rule without going 
back on our commitments? 

Secretary Humpurey. Well, depending on circumstances, many 
countries, under various conditions, have blocked currencies or tem- 
porarily withheld payments, and so forth. In the first place, you 
would not expect requests unless there was some world upheaval, and 
if there were a world upheaval, there might be temporary moratoriums 
or—the history of world upheavals has brought forth moratoriums or 
suspensions of one kind or another when you had a world upheaval. 

Senator MALONE. Suppose some people wanted to cause a little 
upheaval over here; could that be done? 

Secretary Humpurey. It what? 

Senator Matone. If the people who owned this dollar balance, the 
foreign-owned currency of $9.108 billion——— 

Secretary Humpurey. They do not own it. What they own are 
dollars. They do not own any gold. Nobody owns any of this gold 
but us, that is, of this gold. There is some other gold here that people 
own, but that is not in these figures. There is earmarked gold. 
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Senator Martone. That is interesting, too. How much earmarked 
gold beyond 

Secretary Humpurey. That would not be included in the $22.406 
billion. That has nothing to do with it. 

Senator Matons. How much of that type of gold is there in this 
country? 

Secretary Humpurey. I would not know. 

Senator MaLone. Does it make any difference 

Secretary Humpurey. What? 

Senator Matone. Does it make any difference how much of it 
there is, then, for the purpose of my question? 

Secretary Humpurey. It would not make any difference for the 
gee of these figures, because it is not included in these figures. 

ut nobody has any—the point I am trying to make is, of this $22 
billion, nobody has any claim, specific claim, on any of it. Nobody 
has it earmarked; nobody has a claim on it. 

It is simply that they have a dollar-deposit account. 

Senator Matonp. Then I will ask the question again. 

Secretary Humpurey. Now, a foreign central bank can write a 
check for dollars and ask to have it paid in gold, and, under present 
practice, we would formally transfer gold to meet a foreign transaction. 

Senator Matone. Probably it is not a Treasury practice, but you 
understand I am a very simple character when it comes to this money 
exchange, and I am trying to understand it myself and get it in lan- 
guage so people who would have little time to study it can understand 
it, so it does not mean anything to say they do not actually own the 
gold. They own it when they send for it. 

Secretary HumpHrey. What is that? 

Senator Matonz. When they write the check, when they ask for it. 

Secretary Humpurey. All they own are dollars. 

Senator Matong. Suppose they ask for $9.108 billion. 

Secretary Humpurey. They would get dollars, unless we wanted 
to let them have gold. 

Senator Matong. You could print the money and give it to them 
and keep the gold? 

Secretary Humpurey. We could keep the gold. 

Senator MALone. It is a very interesting statement. I would like 
to understand that better. 

Secretary Humpnrey. I think that is right. 

Senator Matong. Then it is not necessary to pay any of these 
commitments in gold? 

Secretary Humpurey. I think that is right. 

Senator Matonz. I do not want you to “think.” I want the 
answer. 

Secretary Humpurey. Well, I will confirm it. I will state it, and 
then I will confirm it. 

Senator Matonr. Good. Now, total foreign dollar holdings—— 

Secretary Humpurey. That is why Mr. Burgess wrote you this 
letter, you see. 

Senator Matons. I will tell you, I have more confidence in you 
than I do in Mr. Burgess, if I must say, for the record. He has been 
in for a long time, and a part of this plan which led up to what you 
are trying to correct, and there is no reflection on him. He, no doubt, 
believes all that business. But I do not, so I am trying to find out 
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‘now where the ball is, if that is of interest to you. Total foreign 





dollar holdings 

Secretary vnduene: You are talking now, and I am answering, 
— most unusual conditions. I am not talking about ordinary 
trade. 

Senator Matone. I think we are headed for some unusual condi- 
tions, if you will pardon my thinking so. 

Secretary Humpurey. Well, that might be. 

Senator Maton. I think there are some people in other parts of 
the world who do not have our best interests at heart, and I will just 
ask this question, for information in the record: 

How do they secure these dollar holdings? When we give them 
money under the Marshall plan or any other plan—they have — 
the name so many times of the giveaway program, to keep peo 
from knowing exactly what they are doing, that even I have Tikeokes 
in keeping track of it. I think it is mutual security now; it was ECA 
awhile following the Marshall plan. 

But when they get this money as a gift, or a so-called loan, which 
they never pay back, can they buy dollars witb that? That repre- 
sents dollars, does it? 

Secretary Humpurey. Well, that takes—vyou see, those things 
take many forms. <A good deal of it is in goods. Of course, where 
it is in goods, is is not in dollars. 

Senator Matonr. When they take it in dollars, however 

Secretary Humpurey. Some of it is in dollar credits for the purpose 
of buying goods, and those dollars then would be used for specific 
purposes, 

Senator Matone. It does not matter why you give it to them 
When they get their little hot hands on it, is it a dollar balance? 

Secretary Humpnrey. Well, | am just trying to tell you. It ma 
or may not be. A great deal of it is in goods and not in ‘dollars at all. 

Senator Matone. That is another question, is it not? 

Secretary Humpnurey. No; it is not. 

Senator Matone. Then how much of it is in goods? 

Secretary Humpnrey. I will get the figures and tell you, but it is a 
lot of it that is in goods, and there is part of it that is in actual money. 

And when it is in actual money, then it goes into their money, into 
their dollar balances. 

Senator Matong. Then when we give them cash it is a part of 
their dollar balance. Let us go back to 1947 and 1948 when we 
started all this funny business—which, by the way, I have never 
voted for, and I am a little proud of that record. 

Will you then get me, if you know, the amount of money we have 
given them in cash under these appropriations? First was the Mar- 
shall plan. I do not think Marshall understood what was in his 
speech, but the head of the British Government took the ball on the 
first bounce, and in 30 days he told us what it was going to cost us, 
do you remember that? You remember that, do you not? 

Secretary Humpurey. No; I do not. 

Senator Martone. I will refresh your memory. 

Starting with the Marshall plan and going right on through, you 
might tell me, too, if you have all this business straight, how many 
billions have we sent abroad or appropriated for the different nations, 
and to whom and who got it. I would just like for you to complete 
that record. 
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Secretary Humpurey. I am not suggesting we go into it. 

Senator Matonge. You mentioned it. You digressed on it. 

Secretary Humpurey. That is not a Treasury function. That is 
these others. 

Senator Matone. You did not hesitate to digress and tell me that 
it was not all in cash. 

Secretary Humparey. That is right, and it is not. 

Senator Matone. You would not go into the Federal Reserve 
Board, so if this is not your business, you had better keep out of it; 
and if it is, you had better answer me. 

Secretary Humpurey. I am trying to answer the best I can. 

Senator Matonsz. Then I want you to give me the answer. 

Secretary Humpurey. It is partly in goods and partly in money. 

Senator Matonn. I want the record to show that the cash we give 
them is part of their dollar balance—it is going to help all of us, 
from the time we started the Marshall plan, how much Congress has 
appropriated which went to these tricky institutions, how much of that 
went to them in cash, how much of it went to them in goods. 

It is not what they are supposed to do with it, because I know they 
do not follow through. It is what went to them in cash, and how 
much went to them in goods. 

Will you just kindly give me that information for the record? 

Secretary Humpurey. Yes; I think we can get that. 

Senator Matone. All right. 

(When the following was subsequently submitted by the Secretary 
it was further discussed. See p. 508.) 

INTERNATIONAL COOPERATION ADMINISTRATION, 
OrFIcE oF THE DIREcTOR, 
Washington, D. C., July 15, 1957. 
Hon. Georce M. Humpurey, 
Secretary of the Treasury. 

Dear Mr. Secretary: The following information is provided ia response to the 
questions concerning foreign-aid transactions asked of you by Senator Malone at 
the meeting Monday, July 8, of the Senate Finance Committee’s investigation of 
the financial condition of the United States. 

The Senator inquired as to the total aid provided. The records of the agency 
show that obligations and expenditures under the mutual security program from 
its inception in April 1948 to March 31, 1957, have been as follows: 





Obligations Expenditures 











lies ntamnakatpekennnssaiiinnconesbengeonmmcpinheeranbaste $40, 502, 015, 783 $37, 989, 596, 052 
Se OR otis nintrticheneorastapentatiabadpadccupaansdiers 18, 590, 233, 321 17, 365, 254, 810 
Economic and technical assistance............-........-.-------.-.-- 21, 911, 782, 462 20, 624, 341, 242 





Senator Malone then inquired as to how much of this assistance was provided to 
the country in the form of cash. Aid has been rendered under the mutual security 
program by the Department of Defense and ICA and predecessor agencies through 
a number of different procedures, and in a variety of changing categories. The 
records of the agency are not set up to identify, in each instance, a cash transfer 
as such. The great majority of all aid is provided through direct shipment of 

oods, or the providing of services. However, in an effort to comply with Senator 
Malone’s request for cash transactions from the inception of the program, the 
following tabulation of transactions which might be considered of a nature com- 
parable to a cash transfer has been compiled, although in fact some of them repre- 
sent reimbursements to the aided government for procurement of goods which 
they undertook in full conformity with ICA regulations: 
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Cash transfer type obligations, Apr. 1948—-Mar. 31, 1957 


[Thousands of dollars] 
Total $2, 126, 909 


France (to help finance the cost of war in Indochina) 775, 930 
European Payments Union (EPU) capital fund 361, 622 
Greece (EPU) 152, 729 
Vietnam 151, 478 
135, 671 

119, 671 

Coal Steel Community 100, 000 
United Kingdom (EPU) 91, 885 
DOR oink ecm iies Ko teams warm micmaln aaa a es eee ae a 83, 812 
Turkey (EPU) 68, 900 
Austria (EPU) 45, 000 
Cambodia 12, 000 
11, 150 

f 8, 000 
China (Taiwan) 4, 060 
Libya 3, 000 
RN RA, odo chic a elated en ee dl ee eee 2, 000 

Many of these transactions occurred in the early days of the Marshall plan in 
connection with settlement of European Payments Union balances. The large 
obligation for France to assist in financing the war in Indochina occurred in 1954, 

Yours very sincerely, 
Joun B. HouuistTer. 

Senator Matonr. Now to come back to the question I asked you: 
The amount they take in cash, is that the dollar balance that you 
are talking about? 

Secretary Humpurey. That would go into their general dollar 
balances. | 

Senator Matonr. For which they could demand payment? 

Secretary Humpnurey. That is right. It would all get into the pot, 
but there would be that many more dollars that they would have, at 
least temporarily, in their international balances. 

Senator Mautone. What it means is, we are dividing our wealth 
with them to that extent; is that not right? Whatever money we 
give them is a division of wealth. 

Secretary Humpurey. Yes, I think so. 

Senator Matone. If you were to give me a thousand dollars today 
without a note or a promise to pay back, you would be dividing your 
wealth to that extent. 

Secretary Humpurey. In that sense, I think that is correct. 

Senator Matone. Well, that is the only sense I know. Horsesense. 

Secretary Humpurey. Well, I think if I gave you a thousand 
dollars, I probably would be expecting you to do something that 
would be beneficial to me. 

Senator Matonz. That may be. But you would be giving the 
money. 

Secretary Humpurey. Maybe you would do it or maybe you would 
not, but I would be hoping you would do it. 

Senator Matonr. That is right, but I would not be promising to 
do anything. 

Secretary Humpurey. Well, I think probably you would be indi- 
cating something that you would do. 

Senator Matone. And I was your friend, but I might not be 
tomorrow if you did not continue to give me the cash. 

Secretary Humpurey. There might be a change of conditions. 
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Senator Matonn. They generally change. 

Secretary Humpnurey. I do not know. 

Senator Matons. I am talking about individuals. Is it not human 
nature that they cross over to the other side of the street when the 
debt gets beyond their ability to pay? 

Secretary HumpHrey. Sometimes. 

Senator Matonsz. Nations are not any different. 

Secretary Humpurey. They are aggregations of individuals. 

Senator Matone. That is correct. 

But you do say we give them, to the extent they take the money 
in cash, that is a dollar balance? 

Secretary Humpnrey. That is right. It goes into their dollar 
balances, and would increase their dollar balance at least temporarily, 
by that amount. 

Senator Matons. I understood you to say a while ago, and this 
intrigues me, they could not take ihene dollars and buy gold. 

Secretary Humpurey. Not unless we were willing to sell the gold. 
As long as we are willing to sell the gold, they can. 

Senator Matone. But you have haan willing, up to now, to sell 
gold to foreign nations. 

Secretary Humpurey. Foreign banks, central banks. 

Senator Matone. Central banks. 

Secretary Humpurey. That is right. 

Senator Matoneg. And there is no reason you know of now, unless 
you have an extreme upheaval like a war or national emergency, 
which would stop you from doing that? 

Secretary Humpnrey. I would think that probably would be right. 

Senator Matone. In other words, then, if they present it tomorrow, 
the money, cash on the barrelhead, for the $9.108 billion, you see no 
real reason why you would not give them the gold? 

Secretary Humpnurey. [ think that would only be as the result of 
some upheaval. 

Senator Matone. I did not ask you what you thought about it. 
I asked you if you would see any reason why you would not sell them 
the gold. 

Secretary Humpurey. I just answered that. I think that would 
be the result of some upheaval that would probably make us—— 

Senator Matone. George, you and I are better acquainted than 
that, and I am only asking you a question. 

Secretary Humpurey. I do not doubt, if we had $9 billion pre- 
sented to us tomorrow, there would be some reason for it that would 
make us look for quite a while whether we wanted to sell that much 
gold or not. We do not have to sell it. 

Senator Matone. You do not have to let them have it? 

Secretary Humpurey. No, sir; we do not. 

Senator Matonr. What would you give them? 

Secretary Humpurey. We would give them dollars. That is all 
they have here. 

Senator Matone. You would just give them a printed dollar? 

Secretary Humpnurey. That is all they have got here. 

Senator Matone. Just like you would give me. I could not get 
any gold. An American citizen cannot get any gold. 

Secretary Humpnrey. No. 

Senator Matonr. You do not have a policy of giving us gold. 
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Secretary Humpnrey. No. 

Senator Matone. But you do have a policy of giving it to foreign 
central banks. 

Secretary Humpnurey. For balancing a trade account. 

Senator Matonsg. In other words, in a normal balance of trade- 
dollar balances. 

Secretary HumpHrey. In a normal trade balance in the normal 
conduct of trade, they can draw on dollars and come to the Treasury 
and ask to buy gold with it, and we will accept it. 

Senator Matone. Then if they presented a billion dollars, that 
would not excite your suspicion, and you would send it? 

Secretary Humpurey. | do not know what the amount would be. 
If it was normal course of trade, it would not excite our suspicion. 

Senator Matone. Then something would have to excite your 
suspicion? 

Secretary Humpurey. That is right. 

Senator Matonse. And you would have to change your policy. 

Secretary Humpurey. For some reason, we would have to revise 
our policy of selling gold. 

Senator Matonn. Who fixes that policy? 

Secretary Humpurey. Well, it is the determination by the Treasury, 
along with all of our other fiscal policies. 

Senator Matone. Congress has nothing to do with it? 

Secretary Humpurey. | think Congress could have if they wanted 
to. 

Senator Matone. Well, there are a lot of things Congress could 
do but have not. They have transferred most of their constitutional 
responsibility to commissions and boards and even to foreign nations. 

Secretary Humpnrey. Let us get the Gold Reserve Act. I think 
Congress passed the law which authorized the Secretary of the 
Treasury to handle normal transactions in this way. Let us get the 
Gold Reserve Act. 

Senator Martone. Did it in this act say “normal transactions’’? 

Secretary Humpnrey. Well, I will find out. Let us look at it and 
see. 

This is the section that has to do with it. It is section 3699 of— 
this particular section is section 9 which is section 3699 of the Revised 
Statutes. 

Senator Matone. What date of revision? 

Secretary Humpurey. This is the Gold Reserve Act of 1934, this 
particular bill. 

Senator Matone. Is that the one that took all of the gold away 
from the American citizens? 

Secretary Humpnrey. | think so. 

Senator Matone. Made it a penitentiary offense to have a $5 
gold piece in vour pocket; is that it? 

Secretary Humpurey. Here is what it says. 

Senator Matone. Was that the act? 

Secretary Humpurey. This is the Gold Act. 

Senator Matong. That will go down in the history books, that one. 

Secretary Humpurey. Well, it is in the congressional records. 

Senator Matonr. And the Congress that passed it. 

Secretary HumpuHrey. Yes, sir. 

The Secretary of the Treasury—then this is quoted— 
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may sell gold in any amounts, at home or abroad, in such manner and at such 
rates and upon such terms and conditions as he may deem most advantageous to 
the public interest, and the proceeds of any gold so sold shall be covered into the 
general fund of the Treasury; Provided, however, that the Secretary of the Treasury 
may sell the gold which is required to be maintained as a reserve or security for 
currency issued by the United States only to the extent necessary to maintain 
such currency at a parity with the gold dollar. 

Senator Matone. That certainly is very interesting. 

Would you explain that system as to just what you think you can 
do under this section? Can you sell gold at a higher price or at a 
lower price than the $35 an ounce? 

Secretary Humpnurey. I think we could. 

Senator Matony. Maybe we are finding out something. 

Secretary Humpurey. Well, maybe you ought to read your own 
laws. [Laughter.] 

Senator Miatone. You are not fooling, my friend. It is time the 
Senators and the Congressmen of the United States read their own 
laws and digested them and knew what they really mean. I will join 
you in that advice. 

Secretary Humpurey. Well, it is a long act. 

Senator Matone. It really is, and I do not suppose anybody has 
read it for 25 years anyway. 

Secretary Humpnrey. Yes, let me see, it is 1934. 

Senator Matong. Nobody has read the Constitution of the United 
States for 24 years as far as I know. It is the hardest thing to buy 
downtown. You have to send down and wait until they dig it out of 
the archives. 

Secretary Humpurey. I see no limitations. 

Senator Matone. You think you could sell gold for $37 an ounce, 
or you could sell it for $75 an ounce if you wanted to? 

Secretary Humpurey. I do not see limitations here. I do not 
think there are limitations in this law. 

Senator Matone. Do you know of anything that would affect it, 
any other act? 

Secretary Humpurey. Well, I think that we would not do it. 

Senator Matone. I am not so sure of it. You are not going to 
stay there, and maybe the people we know will not stay there very 
long if they keep this up. I think the people of the country are going 
to take a hand in this one of these days, and it is not far off. They 
une yet believe that the Congress would do the things they have 

one. 

Secretary Humpurey. Well, you are the people who can change it. 

Senator Matonsg. I represent some of them, and that is the reason 
why I am questioning you this morning. 

Secretary Humpurey. You can change it if you like; yes. 

Senator Matone. And in the most friendly manner I want you to 
know—— 

Secretary Humpurey. Well, I am sure of that. 

Senator MALONE (continuing). Because the folks are entitled to 
know what you know about these manipulations, before you leave. 

Secretary Humpnrey. I think there is no limitation here, Senator. 

Senator Matoner. You think you could sell gold at $40 an ounce? 

Secretary Humpurey. I could sell it 





Senator Matonr. Whatever the traffic could bear? 
Secretary Humpnrey. I could sell it at a different price if that was 
desirable. I think that I would want to check with the International 
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Monetary Fund about it. This, of course, is all—all of this is with 
the approval of the President. This says: 

“The Secretary of the Treasury, with the approval of the President,’ 
which precedes all of this. 

Senator Matone. Could you sell it at a lower price under those 
conditions? 

Secretary Humpurey. I do not see any limitation in the law itself 
here on price. 

Now, under the arrangements with the International Monetary 
Fund there might have to be changes in other situations to do it, but I 
do not see anything in his law here that limits it. 

Senator Matone. ‘That is about the only act that affects the gold 
and the international payment of dollar balances; is it not? 

Secretary Humpnrey. That is the basic act. 

Senator Matone. But you are sure that no American individuals 
can own any gold lawfully? 

Secretary Humpnurey. Yes, sir. 

Senator Matonr. No one but foreign governments could buy it 
from our Government, the Treasury? 

Secretary Humpurey. That is right, for balancing trade accounts. 

Senator Matons. Would there be any reason why you could not 
fix a different price for balancing trade accounts? 

Secretary Humpurey. We can sell gold, as you know, for the trade, 
and all that sort of thing. 

Senator Martone. How much? 

Secretary Humpurey. Well, those regulations are fairly broad. 

Senator Matonge. Can you get more than the $35 more or less? 

Secretary Humpurey. We can sell for all sorts of commercial activi- 
ties, and things of that kind. 

Senator Matone. For what price? 

Secretary Humpurey. We would sell at the same price. 

Senator MALONE. $35? 

Secretary Humpurey. Yes. 

Senator Matone. Could you sell it for more if you wanted to? 

Secretary Humpurey. I see nothing in here in this law that limits 
the price. 

Senator Matonn. More or less than $35? 

Secretary Humprrey. Nothing here that limits it. 

Senator Matonr. What happens to this gold that you sell for com- 
mercial purposes? Is there anything to keep them from making cer- 
tain articles and sending them any place in the world? 

Secretary Humpnrey. No, I think not. 

Senator Matone. Is there anything to keep them from melting the 
gold after they get it and making coins out of it in foreign countries? 

Secretary Humpurey. They cannot make coins. Unless you mean 
foreign countries? 

Senator Manone. Yes. 

Secretary Humpurey. | think the foreign countries could make 
coins out of it. 

Senator Ma.tone. It would be one way of making coins. 

Secretary Humrurey. Yes. 

Senator Matonre. How much gold has been sold commercially 
annually since that act was passed? 
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Secretary Humpurey. This is domestic industrial consumption? 
Well, here it is, I will read it for a period of years beginning—and 
I will read the nearest round figure; beginning with 1947——— 

Senator Matone. Just make that a part of the record. 

Secretary Humpurey. Yes. 

1947—$49 million; 1948—$45 million; 1949—$109 million; 1950— 
$98 million; 1951—$69 million; 1952—$96 million. 

Senator Matonr. What is it the last couple of years then, make 
that a part of the record? 

Secretary Humpnrey. In 1953 it is $75 million; 1954, it is $44 
million; 1955, it is $45 million. 

Senator Matone. 1956? 

Secretary Humpurey. I do not have 1956 on here. 

Senator Matone. Well, then, you might just make it all a part of 
the record. 

Mr. Chairman, if you will allow that to be made a part of the record. 

The CuatrMANn. Without objection, it will be made part of the 
record, at the point where it is requested. 

(The document referred to follows; see also page 509.) 


Sale of gold by the mint to United States industry and net industrial consumption of 
gold by United States industry, 1947-55 
[Millions of dollars, at $35 per fine ounce] 











! 
Calendar year | s Sales by Net con- || Calendar year Sales by | Net con- 
mint ! sumption 2 ] mint ! sumption 2 
| 
iia nak tt cemabel es! teceil OA iy Be wipes 
44.8 48.9 || 1952 68. 4 | 96. 4 
ag 38.0 45.0 ! a tee ae 55.3 75.0 
78.7 ae Sada tenn pepete se 29.5 44.4 
a 80.3 MN sch 6h pl aah dep dace 24.7 45. 5 
| 67.5 69.5 1956... 23.6 | (3) 
aL | 














! Includes gross sales wy mints and assay offices ant does not include return of scrap gold to monetary use. 
2 Not only includes sales by mints and assay offices but also sales by private refineries, less return of serap. 
8 Data are collected from numerous private firms, so that figures for 1956 are not yet av ‘ailable. 


Senator Matone. Who makes the decision on whether or not to 
sell gold; who would make it, providing a sudden demand for this 
gold results; but first, I think we had better have the record show 
just what this demand has been over a few years, foreign demand. 

Secretary Humpnrey. What we have sold? 

The sheet which I presume you would like to have for the reeord—— 

Senator Matone. Yes, I would. 

Secretary Humpnurey. I will just read the last of it. It shows the 
purchases and the sales and the net purchases which exceeds sales for 
the period 1934 to the first half of 1957. 

Senator Matone. Then, I would ask that that be made a part of 
the record. 

Secretary Humpnurey. I will just read a few. 

Senator Matonr. Mr. Chairman, I ask that it be made a part of 
the record. 

The CuarrMan. Without objection, it will be made part of the 
record. 

(The document referred to follows; see also pages 489 and 516.) 
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United States gold transactions with foreign governments, central banks, and inter- 
national institutions, 1934-57 


mm millions of dollars at $35 per heen 


| | | | 
United United Net pur- || Calendar | United United | Net pur- 
States States chases! || year States | States | chases! 
| purchases sales | purchases | sales | 


- | 


1, 147 24 1, 123 || 1947....______| 2, 962 | 98 
1’ 854 125 1,729 || 1948. 592 | 182 
1, 150 14 1, 136 || 1949___. 541 | 
1) 601 427 | 1,174 || 1950__- , 797 
1, 752 140 | 1,612 || 1951____ _- 250 | 178 | 
3, 267 263 | 3,004 || 1952... --- 331 
4, 156 144 | 4,012 || 1953__- : 

986 | 463 | 523 || 1954... _- 

346 436 | —140 || 1955_-__- 

32 795 | —763 || 1956..-__- 
Sam 50 1, 373 | —1, 323 || 19572 

1945 396 857 | —461 
| 











1946... __- 901 180 721 || 





1 Positive figures represent net purchases; negative figures, net sales. 
2 January to June 30. 


Secretary Humpurey. I will just read, I will say I start with 1954 
just to illustrate. In 1952 we bought $725 million and we sold $331 
million. 

Senator Matone. You are talking about millions? 

Secretary Humpurey. Yes, for a net gain of $394 million. 

Senator Matone. In millions of dollars? 

Secretary Humpurey. Yes, sir. 

Senator Matone. Does that include the commercial gold you sell? 

Secretary Humpurey. This is United States gold transactions with 
foreign governments, central banks, and international institutions. 

Senator Matong. Yes. Then it would exclude the commercial? 

Secretary Humpurey. That is right. In 1953 we bought $4 million 
and we sold $1,168 million for a minus—— 

Senator Matoner. You sold $1.3 billion? 

Secretary HumpHrey. $1,168 million for a net sale of $1,164 million. 

Senator Matone. Yes. 

Secretary Humpurey. In 1954 we bought $106 million, we sold 
$433 million, for a net loss of $327 million. 

In 1955 we bought $19 million, we sold $88 million, for a net loss of 
$69 million. 

In 1956 we bought $523 million, we sold $243 million for a net gain 
of $280 million. 

The first half of this year we bought $665 million, we sold $5 million, 
for a net gain of $660 million. 

Senator Matone. There seems to have been no hesitancy when 
there was $1 billion more sent abroad than you bought. 

Secretary HumpHrey. That was one year. 

Senator MALoner. Yes. 

Secretary Humpurey. That is right. 

Senator Matonre. Now , Suppose “they did demand $3 or $4 billion, 
enough to excite your suspicions. 

Sec retary Humpurey. Over the period here there is, of course, a 
large net gain. 

Senator MaLone. Yes. But my question is, suppose your suspi- 
cions were aroused by a $3 or $4 billion demand; could you yourself 
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make the decision not to sell it to them or not to let them have it for 
the dollar balance? 

Secretary Humpnrey. Of course, I would not do it alone. 

Senator Martone. Could you? 

Secretary Humpurey. I think that I would finally make the recom- 
mendation after studying the thing. 

: Senator Martone. But you can make the decision? 
Secretary Humpnrey. I would make the recommendation to the 
President, which would be the final decision. 

Senator Matone. Well, my question would then be answered, yes, 
you do make the final decision? 

Secretary Humpurey. No, the President makes the final decision, 
but I make the recommendation to him upon which he acts. 

Senator Matone. And if he did not take it, why, you would quit 
anyhow, so what it means is that you would recommend it, that is it, 
is 1t not? 

Secretary Humpurey. Well, it might or might not be. 

Senator Matonr. The President is the only one who stands between 
you and the decision? 

Secretary Humpurey. That is correct. 

Senator Matonr. Congress has nothing to do with it. 

Secretary Humpurey. Congress delegated that authority. 
Senator Matonr. Now, if you did not make this decision against 
it, then, they could have $9,108 million, any time they wanted it? 
Secretary Humpurey. I could, according to the law, I could author- 
ize the sale of that, or I could withhold the sale of it. 
Senator Martone. But if you did not make the decision against it, 
it would be transferred to you, Europe or wherever the balance is held? 
Secretary Humpurey. That is correct, I think. 
Senator Matone. Now, the question of foreign, total foreign, 
dollar holdings, that is another figure here of $16,246 million which, 
I assume, includes the $9,108 million, is that right? 
Secretary Humpnurey. That is right. 
Senator Matons. The difference there would be roughly $7,138 
million, whatever it is? 
Secretary Humpurey. That is right. 
Senator MaLonr. Who owns that gold? Who owns that balance? 
Secretary Humpnurey. Private holdings. 
{ Senator Matone. In what way do they differ from the regular for- 
eign official holdings? 

Secretary Humpurey. Well, these are dollar balances of the private 
individuals in United States banks. 

Senator Matong. Does it have to be in United States banks? 

Secretary Humpnurey. Well, I think it is all in United States banks. 
It is dollar balances. 

Senator Matong. Well, the dollar balances, the dollars they might 
demand for currency, are not necessarily in domestic banks of the for- 
eign Official holdings; are they? 

Secretary Humpnrey. Well, these are not foreign officials. These 
are foreign individuals. 

Senator Matone. I understand that, but is it necessary for them 
to be in banks here? Could they not be in a bank in Europe? 

Secretary Humpurey. I do not know. 

Senator Matonr. Could you find out for us? 
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Secretary Humpurey. I do not know. The money would be here 
I think—the obligation would be here. 

Senator Matong. The obligation is here, but not necessarily the 
money. Is that it? 

Secretary Humpnurey. [ do not know. I think the credit—— 

Senator Matone. I will ask your expert there. He seems to know. 

Secretary Humpurey. The credit would be a credit here. 

Senator Matone. He seems to know. Ask your expert. 

Secretary Humpurey. The credit is here. The dollar credit has 
got to be here. 

Senator Matone. But any money we may have given them might 
~ in foreign banks might it not, for which they could demand the 

old? 
. Secretary Humpurey. These are private individuals. These are 
not countries. We are not giving money to private individuals. 

Senator Matone. I understand. I am trying to learn, you under- 
stand? 

Secretary Humpnurey. I am trying to help you. 

Senator Matonr. You said you did not know? 

Secretary Humpurey. We are talking now about private individ- 
uals, not about governments. 

Senator Matone. But they are not necessarily private American 
individuals? 

Secretary Humpurey. No, they are foreign private individuals. 

Senator Matone. They are foreign, private individuals. 

Secretary Humpnrey. That is right. 

Senator Matone. And the credits—— 

Secretary Humpurey. They would have dollar balances they could 
draw here. 

Senator Matone. But their dollar balances might not necessarily 
be dollars for which they would receive the gold, if they were to demand 
it 

Secretary Humpnurey. They would not receive the gold. 

Senator Matone. Let me finish my question. 

If it were transferred to central foreign banks it could be demanded. 
The dollars are not necessarily in domestic banks now. They could 
be in Europe or Asia. 

Secretary Humpurey. They have got to be somewhere. You have 
got to get somewhere to get the dollars. 

Senator Matone. Well, they have the dollar balances 

Secretary Humpurey. Whether they have a credit in a London 
bank, and a London bank has a credit in a New York bank, it all gets 
back to here 

Senator Matone. Well, it does if they are going to demand it. 
But when we give the dollars they pile up dollar balances we have 
appropriated—— 

Secretary Humpurey. We are not giving any dollars to individuals. 
These are individuals. 

Senator Matons. When our dollars go through the individuals to 
nations, is there not some way of interchanging these dollar holdings 
from individual to a central bank over there? 

Secretary Humpurey. Yes, and that bank would have a credit here. 

Senator Martone. That is right. Well, that was going to be the 
next question. You have answered it. 
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The next question is how long would it take them, the individuals, 
transfer it to a government central bank over there which could de- 
mand it here? 

Secretary Humpurey. Well, I do not know. There are all sorts 
of varying restrictions. 

Senator Matong. Shenanigans, I know that. 

Secretary Humpurey. I could not answer that. 

Senator Matong. Well, could you get me the answer? 

Secretary Humpnrey. It would be different probably in each 
country. 

Senator Matone. That is all right. We are dealing with a lot of 
countries and supporting most of them. 

Secretary Humpurey. We can check it up. 

Senator Matone. Will you do your best? 

Secretary Humpurey. Yes. For how many countries? 

Senator Matone. All of them which we are helping to support. 

Secretary Humpurzy. All of them? 

Senator Matone. All of them we support. You know our star 
boarders. You have the list, do you not? [Laughter.| That is the 
best way I can put it. I visited all of them. 

Secretary Humpnrey. I understand what you mean. 

Senator Matone. I visited every country in the world, Mr. Secre- 
tary. I did not go for social purposes. I went to see what they 
manufactured, what they produced and how they are doing it. And 
how high on the hog they are eating as a result of the money we are 
giving them and who gets the money. 

I was interested to see if the little folks got any of it, and I never 
yet met one who did. 

Mostly, the effect of giving this money is to hold the government in 
power that gets it, is it not? 

Secretary Humpurey. Well, | would not undertake to answer that. 

Senator Matone. No, | expect you would not. There are a lot of 
things I do not think you are quite satisfied with, otherwise you would 
not be leaving us here in the lurch, so to speak. 

Secretary Humpurey. I am leaving for entirely different reasons, 
Senator. 

Senator Matone. I understand, and I sympathize with your move- 
ment. : The facts are though that within a very reasonable time these 
individual dollar—dollar balances—holdings can be transferred to the 
nations’ central bank holdings, dollar balances. 

Secretary Humpurey. I will check that and let you know, because 
I am not sure. 

Senator Matone. I understood you to say it could be done. 

Secretary Humpurey. | do not know, but I will check it and make 
sure what can be done about it. 

Senator Matone. Well, you think it can be done? 

Secretary Humpuery. I will check it and make sure and then | 
will tell you. 

Senator Martone. Well, my next question hinges on your answer. 
I want to!know the total foreign holdings, including the $9,108 
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million plus the more than $7 billion equaling in all the $16,246 
million, is that right, that is what you gave me earlier, your man 
Friday gave me that answer anyway? 

Secretary Humpnurey. That is right. 

Senator Martone. Well, now, if that money can be transferred 
through their machinations and various juggling that goes on in 
Europe and Asia so that it is all central bank dollar balances gold can 
be demanded, realizing and sympathizing with your stand that you 
alone, you and the President, can refuse to pay them, but you do 
not do it, your policy is to give it to them, then theoretically $16,246 
million of dollar balances is in Europe or Asia for which they could 
demand gold? 

Secretary Humpurey. Well, I am going to check that and let you 
know. 

Senator Matone. What is your impression? 

Secretary Humpurey. You see the two identical questions go 
together, and I will have to check it. 

Senator Matonse. What is your impression? You have been there 
3 years, 4 or 5 years? 

Secretary Humpurey. I will check it and see just what it is. 1 do 
not want to answer it without checking. 

(When the following was subsequently submitted it was further 
discussed. See pp. 487, 509:) 


The conditions under which private residents of foreign countries may hold and 
transfer dollar balances are determined by the laws and exchange regulations of 
these countries. These laws and regulations are extremely complex, vary con- 
siderably from country to country, and are changed from time to time by par- 
ticular countries. The same conditions are not necessarily applied to all types of 
dollar holdings by their residents. 

The details of the regulations affecting dollar balances are summarized in the 
Eighth Annual Report on Exchange Restrictions (1957) of the International 
Monetary Fund. (The report referred to is filed with the committee.) 

The following list of countries include those in which dollar receipts from 
exports must generally be transferred to the monetary authorities, or to banks 
subject to control by the monetary authorities. 


Austria France Nicaragua 
Belgium Greece Norway 

Brazil Iceland Pakistan 

Burma India Paraguay 
Cambodia Indonesia Peru 

Ceylon Tran Philippines 
China (Taiwan) Iraq Portugal 
Colombia Ireland Sudan 

Costa Rica Italy Sweden 
Denmark Japan Thailand 
Ecuador Jordan Turkey 

Egypt Laos Union of South Africa 
Ethiopia Libya United Kingdom 
Finland New Zealand Vietnam 


From information available from the International Monetary Fund, the regula- 
tions of the following countries prohibit private citizens from holding gold: 


United Kingdom (and British overseas possessions, except Hong Kong) 
Ireland 

Union of South Africa 

Denmark 

Norway 
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Senator Matone. The next question is, Mr. Chairman, how long 
are we going to be here? It is lunch time. 

The Sania. I would suggest 

Senator Matone. I think he could come with these answers 
tomorrow. 

Secretary Humpurey. I would rather come this afternoon. 

The CuHarrMan. We cannot meet this afternoon. There may be 
an afternoon session tomorrow. The committee will recess until 
10 o’clock tomorrow. 

(Whereupon, at 1 p. m., the committee adjourned, to reconvene 
at 10 a. m., Tuesday, July 9, 1957.) 
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INVESTIGATION OF THE FINANCIAL CONDITION 
OF THE UNITED STATES 


TUESDAY, JULY 9, 1957 


Unirep States SENATE, 
CoMMITTEE ON FINANCE, 
Washington, D. C. 

The committee met, pursuant to recess, at 10:05 a. m., in room 312, 
Senate Office Building, Senator Harry Flood Byrd (chairman) presid- 
ing. 

Present: Senators Byrd, Kerr, Anderson, Gore, Martin, Flanders, 
Malone, Carlson, Bennett, and Jenner. 

Also present: Senator Goldwater; Robert P. Mayo, Chief, Analysis 
Staff, Debt Division, Office of the Secretary of the Treasury; Elizabeth 
B. Springer, chief clerk; and Samuel D. MclIlwain, special counsel. 

Senator Kerr (presiding). I want to put a very brief statement 
into this record before the session formally opens. 

I am in receipt of a telegram from the Honorable Raymond Gary, 
Governor of Oklahoma. His message brought me some very impor- 
tant news and information which is of significance to this hearing and 
to the Congress. 

He advised me that there was a resolution protesting high interest 
rates, passed unanimously by the recent governor’s conference at 
Williamsburg, attended by 45 governors. 

Even at this late date 1 regard this as news because it has been but 
scantily recognized in the Washington press. Despite the current 
spotlight on fiscal policies, the Washington newspapers for some 
strange reason have practically ignored this urgent appeal by the 
Nation’s governors to the Congress and to the President, to alleviate 
this additional burden on the taxpayers of America. 

Upon receiving the Governor’s wire and knowing that I had not 
seen it in the Washington press, I asked the Library of Congress to 
make adequate research to be certain whether or not the Governor’s 
resolution had been publicized here. I have a letter here confirming 
that with one small exception, it has not. 

I want to express my deep gratitude to Governor Gary for his 
telegram. It is great significance to this investigation because it 
sets forth specifically the financial crisis facing State and local govern- 
ments and the consequent added burden of taxpayers, as the result of 
soaring interest rates. 

Since his protest is in line with the resolution passed by 45 gover- 
nors, I am sure that in every other State, both government and 
private industry are in similar difficulty trying to meet the require- 
ments of an expanding population and the necessities of normal 
progress. 
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This “hard money policy” is obviously exacting a penalty on 
necessities instead of a brake on inflation. 

I would like to have the telegram and the letter from the Legislative 
Reference Service of the Library of Congress inserted in the record, 
and it is my purpose to discuss this matter further on the floor of the 
Senate today. 

(The documents referred to are as follows:) 


Juuy 8, 1957. 
Hon. Ropert 8S. Kerr, 
United States Senate, Washington, D. C.: 

Increased interest rates are causing a slowing down in the industrial program 
of Oklahoma. High interest rates are causing an increase in taxes upon the 
people of this State because of higher interest rates they have to pay on school, 
county and municipal bonds. In 1955 the people of this State adopted a constitu- 
tional amendment allowing them to vote twice as much building bond levies as 
they had been able to vote prior to that time for school building bonds. The 
reason for this is to allow the people themselves to take care of school building 
needs. And since that time, millions of dollars on school building bonds have 
been floated. Interest rates continue to climb and we find ourselves struggling 
under a heavy tax burden principally because of increased interest rates. The 
toll road program in this State has been brought to a standstill principally because 
of high interest rates. The following is a resolution adopted by the Governor’s 
conference recently at Williamsburg: 

“As a result of expanded requirements, the State governments, the local govern- 
ments and school districts are being pressed to make unprecedented capital 
expenditures. These accelerated needs for funds have resulted in the issuance 
of billions of dollars in bonds. These bonds have been floated at higher and 
higher interest rates, thus increasing amortization costs. Therefore, the forty- 
ninth annual meeting of the Governor’s conference suggests that the President 
of the United States and the Congress take cognizance of this additional burden 
on the taxpayers of America with a view to alleviating this burden.”’ 

We appreciate very much the stand that you are taking in support of a program 
to bring about a more reasonable interest rate for the people of this Nation. 

RayYMoND Gary, Governor of Oklahoma. 


THe LInRARY OF CONGRESS, 
LEGISLATIVE REFERENCE SERVICE, 
Washington, D. C., July 9, 1957. 
Hon. Rospert 8S. Kerr, 
United States Senate, Washington, D. C. 


Dear SENATOR Kerr: We have looked in the Washington Post, the Washington 
Star, and the Washington News for articles and editorials about the governors’ 
conference resolution notifying the Eisenhower administration of the governors’ 
attitude toward the tight-money policy and its effect on financing school-building 
construction. The only article that really mentions that phase of the subject is the 
one in the Washington Post, June 27, page 2, which we are sending. 

Sincerely yours, ; 
Ernest 8. Grirritx, Director. 

Senator Martin. Mr. Chairman, I would like to say at this point 
in the record that this resolution had a very extensive play in the 
newspapers of Pennsylvania, and there was editorial comment by 
many of the papers of Pennsylvania, and they discussed it from the 
standpoint of what inflation is costing the various State governments, 
and what the increased cost of interest was for the various govern- 
ments. 

I did not see anything in any of the Washington City papers. 

Senator Kerr. The Senator from Nevada. 

Senator Martone. Thank you, Mr. Chairman. 
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STATEMENT OF HON. GEORGE M. HUMPHREY, SECRETARY OF 
THE TREASURY—Resumed 


Senator Matone. There were a couple of questions remaining 
unanswered yesterday, Mr. Secretary. Did you bring the answers 
this morning? 

Secretary Humpurey. We do not have them. The ones you 
wanted, the tables and things, we will have, and we will bring them. 

Senator Matonn. Yes. 

One question was whether or not the holders of dollar credits, 
private holders, in foreign nations could, through the transfer to their 
governments or central banks, demand the gold, the same as the 
governments. 

Secretary Humpurey. That is being looked up. It varies, I think, 
in various countries, according to what their own central bank’s 
relations are with their own citizens, and we are checking that 
carefully and I will bring that answer. 

Senator Matone. But you do not yet have the answer? 

Secretary Humpnrey. I do not; no. 

Senator Martone. I understood you yesterday to say, and I have 
your table here, that there was approximately $9.108 billion of foreign 
official short-term holdings on which these foreign governments 
could demand the gold. 

Secretary Humpnrey. On the official holdings, that is correct. 

Senator Matonzr. You also said—— 

Secretary Humpurey. That is, it is foreign governments and inter- 
national funds combined. The foreign governments were about $7.5 
billion, as I recall it, and the international funds were the balance, 
and the two of them total $9 billion. 

Senator MaLong. $9,108 million. 

Secretary HumpHrey. 108; that is correct. 

Senator Matong. And they can demand the gold? 

Secretary Humpurey. That is correct. 

Senator Matoner. I also understood you to say that we might 
refuse to give them the gold. 

Secretary Humpurey. We do not have to sell the gold unless we 
want to. 

Senator Matonr. You have already sold it, but you do not have 
to deliver it. 

Secretary Humpurey. Oh, no, we have not sold it. 

Senator Matonr. They have the dollar credits, and I understand 
from your testimony that it is customary to deliver gold when 
demanded. 

Secretary Humpurey. We have dollars out, and our obligation is 
to return dollars. Now, we can sell gold if we wish. 

Senator Matonr. Are they under the impression they can get gold? 

Secretary Humpurey. I think so. 

Senator Matonr. What gave them the impression? 

Secretary Humpurey. Because we have been selling gold to those 
accounts. 

Senator Matone. What position would we be in if we suddenly 
refused to settle in the usual manner? 

Secretary Humpurey. Well, I do not know. It has been done 
many times, by various countries around the world under varying 
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sets of circumstances. I think if, just out of a clear sky, with no 
apparent reason for it of any kind, we did it, it would cause a good 
deal of comment as to, what is this all about? 

Senator Martone. Would it cause a depreciation in the value of 
our currency? 

Secretary Humpnrey. I do not think so, necessarily. 

Senator Martone. In exchange? 

Secretary Humpnrey. [ do not know whether it would or not. 

Senator MaLone. Some experts claim that it would. We have 
not denied it, have we? 

Secretary Humpurey. I think it would depend wholly upon the 
circumstances under which it was done. 

Senator Martone. Have we ever denied the delivery of gold for 
dollar balances when it was requested? 

Secretary Humpurey. I think it would depend wholly on the 
circumstances. 

Senator Matone. But have we ever denied any such delivery? 

Secretary Humpurey. Not that I know of. You mean in the last 
few years? No. 

Senator Matone. I really meant over as long a period as the record 
shows, have we ever done that? 

Secretary HumpHrey. We have only been in this situation since 
1934. 

Senator Matonr. We only denied our own people the right to own 

gold since 1933, but did we ever deny the right of foreign nations to 
demand payment in gold? 
. Sec: retary HUMPHREY. Well, I could not tell you that; whether, 
back in some of the previous wartimes, we did or not, I would not 
say. It might well have been in previous times we have had some 
restrictions. 

Senator Matonr. You are aware, are you not, of the fact that our 
dollar sometimes is quoted well below the Canadian dollar? What 
is the cause of that situation? 

Secretary Humpurey. Well, the cause of that is that there is so 
much demand for investment in Canada. There is so much money, 
American money, United States money, being spent in Canada in the 
developments up there, that the exchange, Canadian exchange, has 
gone to a premium of a few cents on the dollar. Prices have gone up 
in Canada, too. 

Senator Matone. Could it be that they handle their currency in a 
more businesslike way? ‘That is, they do not give the t taxpayers’ 
money away in big chunks; would that have anything to do with it; 
would it? 

Secretary Humpurey. Well, I suppose that might have something 
to do with it, but I think the real primary cause is that there is so 
much money moving that way. 

Senator Matonr. There must be a reason for what some people 
call a flight of currency. We had it in our direction for a long time 
when our tax and tariff structure seemed to be favorable. 

Do you think our tax structure has anything to do with the flight of 
currency or investments in foreign nations? 

Secretary Humpurey. I do not think anybody could say, Senator, 
that it did not have something to do with it. I cannot point to 
particular instances, but I certainly would not say that there were not 
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instances where people had made foreign investments or had sought 
shelter some way or other, some other place, because of our large 
taxes. 

Senator Matone. An investment in Canada or in some of the low- 
cost labor countries, with our markets available to them through the 
free trade policy is very profitable and enticing to foreign and American 
capital. We used to have a duty, which article I, section 8, provided, 
which took the profit out of foreign low wages at the water’s edge 
and evened the domestic and foreign wages. 

Now, with the duties or tariffs practically dispensed with, a division 
of American markets with the foreign nations of the world is the 
administration policy. The use of their low-wage labor and escape 
from American taxes is the incentive for the flight of American capital. 
Do you not think that these factors might influence the evident flight 
of capital, American capital, to foreign nations? 

Secretary Humpurey. I think it would very definitely influence a 
movement of American capital, provided the country in which you 
had the lower labor rates and the additional market, offered reason- 
able protection to foreign capital invested there. 

The deterrent, of course, to a movement, is the fact that in so many 
places of the world, you are running great risks of losing your capital 
if you go there. 

Senator Maton. Confiscation or socialization? 

Secretary Humpurey. That is right. 

Outside of that, there would certainly be pressure to move. 

Senator Matons. How much capital, American capital, is invested 
in foreign nations now? Do you have any way of knowing? 

Secretary Humpurey. No, I do not know. There are large 
amounts, of course. 

You just take the oil business alone, and there are large amounts. 

Senator Matons. Well, you include the foreign countries now, like 
Japan, where the wages are 13, 15 cents an hour, there is a flight of 
textile capital there, is there not? 

Secretary Humpurey. I do not know. 

Senator MALonr. You have no way of determining these things? 

Secretary Humpuruy. No, I could not tell. 

Senator Matonr. The Department of Commerce has continually 
promoted these investments abroad, have they not? 

Secretary Humpurey. I think the whole Government has pro- 
moted American investments abroad. 

Senator Matonn. And the executive branch of our Government has 
promoted lower duties or tariffs and the decisoin of the American mar- 
ket with the foreign nations for 24 years has it not? 

Secretary Humpurey. Well, of course, our reciprocal trade arrange- 
ments do reduce duties, have reduced duties. 

Senator Matons. The actual reduction of—first it was 50 percent, 
was it not, reduction in duties, across the board? 

Secretary Humpurey. I believe that is right. 

Senator Matons. And then another 50 percent, which would mean 
a total of 75 percent reduction, actually; is that about right? 

Secretary Humpurey. I believe that there was authority to 
negotiate reductions up to 50 percent. 

Senator Matonr. An additional 15 percent reduction was provided 
in 1955 and does not the inflation we discussed yesterday actually 
lower fixed duties? 
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Secretary Humpurey. It does, relatively. It does not lower the 
exact amount, but it is relatively lower on the total price of the article, 
a lower percentage. 

Senator Matone. Yes. 

In other words, if you had a product—and I think this is important 
in the flight of capital—if you had a product which had a 5-cent-a- 
pound duty, and the price was 20 cents a pound, that. would be a 25 
percent duty. 

Secretary Humpnrey. That is right. 

Senator Martone. But if, then, the price rose to 50 cents a pound 
because of inflation—— 

Secretary Humpurey. Or a dollar. 

Senator MaALone (continuing). It would be 12% percent. 

Secretary Humpurey. That is right. 

Senator Matonsr. Therefore, there are two ways of reducing that 
duty or tariff which was originally designed to make up the difference 
in wages and standard of living abroad, and the labor cost and cost 
of doing business here, and the chief competing country on each 
product. 

Secretary Humpnrey. That is right. 

Senator Martone. So you think that would be conducive to a 
flight of capital from the United States? 

Secretary Humpurey. If other conditions did not deter it. 

Senator Matone. I agree with you. 

Canada has been more conservative in her handling of her finances 
and in protecting her markets through protection of the workingmen 
and investors with duties or tariffs and other methods than we have, 
have they not? 

Secretary Humpurey. | think you would say yes. 

Senator Matone. I am sure you would. I have investigated it 
very thoroughly, and as a matter of fact we are the only nation in the 
world today, that does not protect its workingmen and investors 
the jobs and investments of its people. 

Secretary Humpurey. I think, by and large, there are some things 
not as good, but by and large their taxation system and their handling 
of their affairs has been very good. 

Senator Matonr. Yes. They have not yet reached the point where 
they think they have to divide their wealth with the rest of the 
nations, have they? 

Secretary Humpurey. To some extent, but not to the extent that 
we have, I think. 

Senator Matoner. They are repaid, even though the mother coun- 
try, England, I remember, wanted to buy grain on the cuff—Canada 
waited until we gave England the cash to pay for the wheat. Canada 
gave their miners a bonus of about $6 an ounce for the production 
of gold, and sold it to us for $35, and then everybody made money. 

You think that the incentive in Canada for American investments 
has had a lot to do with the Canadian dollar being worth more than 
the American dollar? 

Secretary Humpnrey. | think it is because of the American invest- 
ments, very largely, the development of their natural resources up 
there, that has moved a great deal of American money up there. 

Senator Matonr. Yes. And you believe that the commonsense 
attitude they have taken in their government’s fiscal policies, and in 
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conserving thew resources for Canada, and not distributing cash 
throughout the world, has had something to do with the flight of 
American capital? 

Secretary Humpurey. I think it certainly has influenced people to 
look toward Canada rather than elsewhere in the world, for the same 
sort of things. 

Senator Matone. Yes. 

Now, are there not quite a lot of investments going into other 
nations in Asia and Europe perhaps for the same reason, that once 
the investments are made they protect their investors and working- 
men in their jobs and eovastuaeadn with duties or tariffs and import 
and exchange permits. 

Secretary Humpurey. Well, I think, Senator—I am not sure of this, 
but I think that the main incentive is the development of natural 
resources that are found elsewhere in the world, notably oil and other 
minerals, and that that accounts for the largest part of the investment 
abroad. 

Senator Mautone. I think you are absolutely right. But we have, 
generally speaking, the same opportunity for investment here, but the 
labor cost is so much higher, and the cost of doing business is so much 
higher because of our higher standard of living costs. 

As a matter of fact, we pay more in industrial insurance and social 
security on each workingman in America than they do in wages in 
many of these countries, as you know. That is a fact; is it not? 

Secretary Humpurey. [| think that is so. 

Senator MALone. So, as a matter of fact 

Secretary Humpurey. Of course, you do have this: That you find, 
as you go around the world, that w hile a good many of the wage rates 
are low, the productivity is also low. The disparity, of course, is not 
quite as great as just the wage rates. 

Senator Matons. We call it effective wages in the engineering 
business, when you talk about a comparison of w ages. 

But is it not also a fact that that was so in the past with their primi- 
tive methods; but when the American investors put in their own 
American machinery and take about 3 to 7 percent of trained Ameri- 
can workingmen to train those low-cost workers, is it not a fact that 
production is just as efficient in many cases? 

Secretary Humpnrey. There are many places in the world where 
you get good operating experience. 

Senator Maton. That is a fact in Japan, of course, and when the 
American textile machinery is installed by American capital, prob- 
ably the Japanese work is more effective. Could that not be true? 

Secretary HumpHrey. Well, you get good operations. 

Senator Matone. Very good. 

Secretary Humpurey. That is right. 

Senator Matone. I have been in all of these nations and personally 
inspected a good part of this industrial development. 

For example, northern Chile, we hear many fine American pro- 
fessors and native persons with no experience saying we can compete 
with anybody with our up-to-date machinery and up-to-date methods, 
not realizing that the American machinery and methods are imme- 
diately available in any nation of the world where American capital 
goes. I find American machinery and our up-to-date methods, with 








470 FINANCIAL CONDITION OF THE UNITED STATES 


Americans training them, every place in the world where the capital 
is available. 

In northern Chile, the Anaconda copper plant, it will perhaps be 
news to some people, but the most efficient copper refinery in the 
world is in Chile, because it is the last one. 

Secretary Humpeurey. That is right. The last one is always the 
best, or it ought to be. 

Senator Mauone. The last one is always the best wherever located; 
is that not it, George? 

Secretary Humpnurey. It ought to be, or somebody ought to be 
fired. 

Senator Matone. Is that not it, George, the last one is always the 
best? 

Secretary Humpurey. That is right. 

Senator Matong. Then to blow up this idea permanently that we 
can compete with anybody on an even basis because we here invent the 
method—because it 1s men like you and me they send ahead of them, 
is it not, when they think they have a good investment, to find out 
whether it is good? 

Secretary Humpnrey. I do not know. [Laughter. ] 

Senator Matons. I think it is. I have met you in several foreign 
countries. The only competitive difference is the cost of labor and 
cost of doing business here and in the chief competitive country on 
each product. 

There is a news item in the Post this morning that H-bond sales show 
a 38 percent slump. There are more of these bonds being turned in 
than sold. 

Do you have any comment to make on that situation? 

Secretary Humpurey. Well, we are curtailing the H bonds, you 
know, and as they would come in, why, we pay them off. 

Senator Matone. Well, are they coming in faster than you are 
selling them? 

Secretary Humpurey. We are curtailing them. We are trying to 
curtail them. 

Senator Matone. You are trying to get them all in? 

Secretary HumpHrey. Wait a minute. Maybe I have said the 
wrong letter. 

Senator Matong. Well, there is no one can keep track of the 
letters if you cannot, George. 

Secretary Humpurey. J’s and K’s are the ones that we are not 
selling any more. H’s we are selling. 

Senator Matone. But there are a good many of them being turned 
n, more than you are selling? 

Secretary Humpurey. That is right. In the first 6 months of this 
year, E and H bond sales amounted to $2,314 million while redemp- 
tions amounted to $2,781 million. The excess of redemptions over 
sales was around $500 million. 

Senator Matong. What would you ascribe the reason to be for 
that situation? 

Secretary Humpurey. Well, it could be a number of reasons. It 
could be uses for money, it could be interest rates, it could be a number 
of reasons. 

Senator Matonr. What interest do they bear? 
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Secretary Humpuruy. They have moved up, you see; we just moved 
them up here. In February of this year they went from 3 to 3%. 

Senator Matonr. It says in this report: 

Redemptions of series E and H bonds during the January—June period totaled 
$2,781 million, up 14 percent over corresponding redemptions of $2,437 million 
for 1956.” 

There must be some reason for it, suppose. You have no particular 
reason for it except that the people just need the money? 

Secretary Humpurey. Either need the money, or the interest rates. 
They would either invest their money some other place, or something 
of that kind—switch it. 

Senator Matonn. Do you think some other investment would be 
better than a Government bond? 

Secretary Humpuruey. It would not be better, but they might be 
perfectly willing to take a chance on something else which would 
pay them more interest. Or they might switch into other governments. 

Senator MaLonsg. Has the situation changed in Government bonds 
over 10 years ago, 15 years ago, when you used to sell a 10-year ma- 
turity bond for $750 on a $1,000 bond, and at the end of the 10 years 
the purchasing power of the $1,000 was less than the purchasing power 
of the $750 when he invested it? We really take the money away from 
investors through inflation. 

Secretary Humpurey. Well, the purchasing power of the dollar has 
changed, of course, Senator, quite substantially but not so much 
during the past 4 years. Now, in the last few months, as has been 
brought out here before, there has been an increase in prices, in the 
cost of living, and in other prices, and that has moved up more in the 
last 6 months than it did in 4 years. 

But still, over the whole 4 years, the change over the 4 years is still 
very much less than it was in the preceding 15 years. 

Senator MAtone. Well now, is that one of the reasons you moved 
the interest up, so that would not be true, so that if you bought a bond 
now and the depreciation of the currency continues, that you would 
get back at least as much purchasing power at the end of 10 years or 5 
years, whatever the term of the bond, as you put into the bond to 
start with? 

Secretary Humpurey. No. We moved the interest on the bond 
up to make it more nearly in line with current rates being paid else- 
where. But the thing that is moving interest up is the excess of the 
demand for money over the supply, or for credit more than the supply, 
which is pushing the interest rate up competitively. 

Senator Matone. And, as you explained yesterday, what you try 
to do is meet the market demand for return on the investment. 

Secretary Humpurey. That, we hope, is anti-inflationary. 

Senator MALoNkE. So you try to fix the rate so the bonds will sell? 

Secretary Humporey. We hope that that is retarding inflation, 
inflationary pressures, and I believe that it is. 

Senator Matonr. We hear a good deal about money invested in 
the United States from nations like Switzerland, where they have 
bank accounts which do not identify the real owners. 

What do you know about that report? 

Secretary Humrnrey. I do not know much about it. I have read 
in the paper about some; in some of these proxy fights, I noticed that 
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they thought they had some method rigged up by which they could 
buy securities without telling who it was, or something of that kind. 

I do not know niuch about it. 

Senator Matone. It is not necessary for you to know anything 
about that as Secretary of the Treasury of the United States? 

Secretary Humpnrey. I do not think so. 

Senator Martone. It does not affect your business? 

Secretary Humpurey. I do not think so. Relative!y few, isolated 
transactions, I think. 

Senator Martone. Do you know if it is possible for money to be 
invested, transferred to the United States through numbers, as the 
newspapers report, so that the individual owners of the money are 
not disclosed and are not subject to American law and taxes? 

Secretary Humpurey. I do not know. 

Senator Matonr. Who would know about that? 

Secretary Humpxrey. Well, I suppose the banks through which it 
is done would be the-—— 

Senator Matonr. The Federal Reserve banks would know? 

Secretary Humpurey. I would not think the Federal Reserve 
would really know. It might. But it would be, I would think you 
would probably find, the banks through which the transactions were 
carried on with their correspondent banks 

Senator Matong. Would our income tax people know about that? 

Secretary Humpurey. Well, if something developed which looked 
as though it was being used for the avoidance of taxation, why, | 
think they would be interested to try to trace it up. 

Senator Matonre. What do Americans and foreigners take money 
to Switzerland for? It is pretty well known that nearly all of these 
dictators and people who may have to make sudden moves for politi- 
cal purposes have a lot of money deposited in the banks in Switzerland. 

What would keep an American citizen, we will say, who owned 
money which had never been disclosed, from depositing it in a Swiss 
bank and investing it in this country under a number? 

Secretary Humpurey. I suppose you could. 

Senator Matoner. That would be getting pretty close to your 
business in the income tax field, would it not? 

Secretary HumpHrey. Well, that would not necessarily mean that 
he would not be paying his taxes. But if it was be ing used in some 
way as a tax dodge, then, of course, the Internal Revenue Bureau 
would be very interested. 

Senator MaLonge. Suppose he had the money in thousand-dollar 
bills in which you were so much interested a few years ago, and de- 
posited it in a Swiss bank and transferred it to this country under a 
number, income tax had never been paid on this money. 

Of course, the business he goes into, he would pay taxes, but would 
that escape paying income tax on this money that he shipped to 
Switzerland? 

Secretary Humpurey. Well, it should not. 

Senator Matonr. How would you identify it if you do not know 
anything about it? 

Secretary Humpurey. Well, I think——— 

Senator Matonr. How would you find it? 

Secretary Humpurey. If there is anything there, you would immedi- 
ately start an investigation to try to follow it up. 
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Senator Matone. Has any such investigation been started? 

Secretary Humpurey. I cannot tell you. That would be in the 
Internal Revenue. 

eer Matone. You do run this income-tax business, do you 
not 

Secretary Humpnrey. Yes; but I cannot tell you all of the investi- 
gations they have. 

Senator Matons. You could not find out for us what they are 
doing in regard to this money which is reported to escape taxation 
by coming in under a number from a Swiss bank? 

Secretary Humpnrey. I could find out. I could find out; yes. 

Senator Matone. Would you do that for us? 

Secretary Humpnrey. Yes;I will. Would it not be better, though, 
to have the income-tax people come and talk to you about it? 

Senator Martone. Well, it would; but, after all, he works for you. 

Secretary Humpnrey. Well, Senator, we have got 90,000 people 
working in the Treasury Department now. I do not know what they 
are all doing. 

Senator Matong. You do not have 90,000 people reporting to you? 

Secretary Humpurey. I have people who run different departments 
of the Treasury, and try to get competent people to do it. And, if 
— do a good job, why, I let them do it. I do not try to run it for 
them. 

Senator Matons. Well, you do not have 90,000 like the head of the 
Income Tax Bureau, do you? 

Secretary Humpurey. Do not have what? 

Senator Matone. You do not have 90,000 people like the head of 
the Income Tax Bureau, do you? 

Secretary Humpurey. No, not heads of departments. 

Senator Martone. How many heads do you have? 

Secretary Humpurey. I suppose there are 40. 

Senator Matone. Well, you do get reports from them and you do 
call them in once in a while, do you not? 

Secretary Humpurey. I certainly do. I do not follow their day-to- 
day activities. 

Senator Matong. Well, that was not what I asked. Would you call 
him in and ask him to give you the answer to this? 

Secretary Humpurey. Yes, I can find out what they are doing. 

Senator Matons. All right. 

(The material referred to was read into the record at p. 512.) 

Senator Martone. We abolished the gold standard. Congress did 
in 1933 under that pressure from a popular president. It was a 
left-handed move, apparently, because we still maintain or say we 
maintain the amount of gold—25 percent now, reduced from 40 
percent? 

Secretary Humpurey. That is right. 

Senator Matone. Behind the currency. 

Secretary Humpnrey. That is right, and deposits. 

Senator Matone. But no one in America can have possession of it 
but you. 

Secretary Humpurey. That is right. 

Senator Matong. Representing the United States. 

But it is available to foreigners, is it not? 

Secretary Humpurey. To foreign governments. 
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Senator Matone. To foreign governments. 

Secretary Humpurey. That is right. 

Senator Matonr. And to these foreign individuals, if they transfer 
their holdings to the Government. 

Secretary Humpurey. To the extent that they can do it that way. 

Senator Matong. Yes. 

In other words, about $16.25 billion worth of it altogether. 

It would be interesting, or it is interesting, then, to know just how 
much gold we own. 

Secretary Humpurey. We own—I can give you that figure exactly. 

Senator Matone. Well, we have it already. But the reason we 
have tried to arrive at this is because, since there is 25 percent of gold 
supposed to be behind our currency, it is interesting to know how 
much of it we own, is it not? 

Secretary Humpurey. We own, are you saying? 

Senator MAtone. Yes. 

Secretary Humpurey. Yes; we do. It is interesting to know, and 
I think that we gave you that figure. 

Senator Matonez. Yes; you did, and it is less than $6.5 billion that 
you actually own if these individuals can demand the gold through a 
transfer to their central governments; and you are getting me that 
answer. You have not gotten it yet. 

Secretary Humpurey. I have told you, Senator, as plainly as I can, 
we do not have to sell any gold we do not want to sell. 

Senator Matone. Well, let us go over that again. 

Suppose they do make a demand and they have this implied 
promise. They do have the promise that they can get gold. 

Secretary Humpnurey. I do not think they have a promise. They 
have a practice. 

Senator Martone. What do they have? 

Secretary Humpurey. They have a practice. 

Senator Martone. A what? 

Secretary Humpurey. It is a practice. 

Senator MaAtong. It is a practice. 

It is a practice for persons to pay their debts in this country. If 
one man owes another $100, it is a practice to pay it, if he wants to 
keep his reputation for honesty, is it not? 

Secretary Humpurey. That is right. 

Senator Matons. Now, it is a practice for us to pay our debts— 
the dollar balances in gold, and you said a while ago you do not know 
any time that we ever refused to deliver the gold for a dollar balance. 

ecretary Humpurey. No; I do not happen to know of any. I| 
would not say, as I told you before, that there were not times before. 
I do not know. 

Senator Matone. You would not want to be the first one to do 
that, would you? 

Secretary Humpurey. It would all depend on the circumstances. 
I would not hesitate at all, if the circumstances were such that that 
was the proper thing to do. 

Senator Matone. Describe the circumstances under which you 
would do that. 

Secretary Humpurey. Well, if we had a World War, would be No. 1. 

Senator MALone. Suppose it were demanded now? 

Secretary Humpurey. If we had a world upheaval of some sort, 
why, you would immediately, I think, declare some moratoriums. 
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Senator MaLone. Well, there is no world upheaval now. Suppose 
the demand was made now. Would you refuse? 

Secretary Humpnarey. Not in ordinary transactions; I certainly 
would not. 

Senator Matone. In other words, you would not refuse unless there 
was a world upheaval that would justify, in your opinion, keeping the 
gold here? 

Secretary Humpurey. And, as I said yesterday, I do not think you 
would—lI think you have to put your two things together. I do not 
think you are going to get any demand for all of this gold unless you 
do have circumstances in the world which are different than they are 
today. 

Senator Matons. I would not think you would have the demand, 
because I think they would judge this would be the safest place for 
them to store it. 

Secretary Humpurey. I think that is what most people in the 
world think. 

Senator Matonn. But as long as it belongs to them, even a de- 
positor in a bank can demand his money. 

Secretary Humpurey. It does not belong to them. It belongs to 
u 


n 


Senator Matonr. The bank owns the money, but if the depositor 
demands it, he can get it, can he not? 

Secretary Humpurey. He can unless there is a moratorium. 

Senator Matonsg. Well, that is the privilege of a nation—I re- 
member in 1947, my first year in the Senate, | made a rather extended 
trip through Europe. I wanted to see our star boarders there, and 
see how they were living, and what they were manufacturing, and 
how they were paying and treating the help. 

And I found hundreds of millions of pounds of English currency in 
several nations in what they call blocked English currency—they 
owned it but could not use it except in purchases from England. So 
the English pound depreciated. 

Secretary Humpurey. That is right. 

Senator Matonr. But the English credit was not good, either, at 
that time. I remember, that was before I came here, the year before 
I came here, was it $3,750 million that we gave England to bolster 
their currency? We said that would be the last, of course, but we 
have continued to give them cash and groceries. 

Secretary Humpurey. There was a British loan made of something 
over $3 billion. 

Serge Ma tone. $3,750 million; was it not a loan that turned into 
a oft? 

_ Secretary Humpurey. That was about 10 years ago, as I remember 
1t. 

Senator MaLonr. Well, it must have been 12, because I have been 
here 11 years. 

Secretary Humpurny. Twelve; well, that might be. 

Senator Matonn. Well, anyway, we gave them the money, but 
thev still blocked their currency. 

I found a banker in Italy, the Bank of America, was slowly going 
nuts, [ remember; I talked to him, because he thought he was in 
pretty good financial shape coming out of World War Ll, but he sud- 
denly found that his English pounds were blocked, and he was broke. 
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Secrtary Humpurey. That is right. 

__ Senator Matong. And the only way he could do any business was, 
if he bought something from England, he could use the pounds, but 
he could not use them any other way. 

Secretary Humpnrey. That is right. 

Senator Matonz. Their credit was not very good. We were bol- 
stering their money on the world market through gifts in 1946. We 
are still bolstering the credit of England in 1957. 

Who is going to bolster our credit on the world market if we refuse 
to pay our debts? 

Secretary Humpnrey. I do not know. 

Senator Martone. I think that is a rather interesting answer. 
I do not know, either. 

The difficulty is, in this Uncle Santa Claus business, the United 
States does not have any uncle. 

We now understand this gold business pretty well, if we find now 
whether or not these private owners, who have $7 billion or $7.5 billion 
throughout Europe and Asia, can, by transfer to their central govern- 
ments which can demand the money—that is, that the governments 
can demand it. 

That would mean, then, you would have less than $6.5 billion of 
your own gold in the Treasury to meet the 25 percent of the $27.5 
billion of currency in circulation. 

How much silver do we have in the Treasury? 

Secretary Humpurey. According to the June 28 daily statement, 
there:is $2,439 million. 

Senator Matonsz. Of silver bullion in the Treasury? 

Secretary Humpurey. That is right, including silver dollars; there 
is also $70 million silver bullion in the general fund. 

Senator Matonz. What was the Silver Act of 1934? The Gold 
Act was in 1933, I believe; is that correct? 

Secretary Humpnrey. The original gold-law change was a rider to 
the agricultural adjustment bill, the original gold change in 1933. 

Then, in 1934, they passed the Gold Act. 

Senator Matong. Making it illegal for an American to own gold, 
but protecting the foreigners’ right to own secure American gold. 

Seeretary Humpurey. January 1934, 

Senator Matone. When was the Silver Act passed? There was 
a Silver Act that required a certain percent of silver purchased against 
the gold, and you could then issue silver certificates. 

Secretary Humpurey. Well, I do not know. I cannot tell you 
that. 

Let us see if we have it. 

Well, this Silver Act authorized the Secretary of the Treasury to 
purchase silver and to issue silver certificates. It was approved on 
June 19, 1934, at 9 p. m. 

Senator MaLone. Since that time, you are supposed to purchase a 
certain percentage of silver, are you not?) What was the act? Will 
you explain it for the record? 

Secretary Humpurey. No, I cannot. 

Senator Matonr. What are you supposed to do under the act? 

Secretary Humpurey. Well, I do not know. 

Senator Matonr. That is a very frank answer. And I do not 
know what you are doing. 
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Secretary Humpnrey. Well, I think we had better get the people 
who handle it and have them come and tell you about it. 

Senator Matonz. Could you not get the answer? 

Secretary HumpnHrey. Yes, I can get it. I can get the ones whose 
job it is to handle the detail of this. 1 do not handle the detail of 
this, and I do not do it. 

Senator Matonn. No. I would not expect you to. 

What I would like to have answered, then, is, on what basis do you 
purchase silver, on what basis under the original act of 1934, and as 
amended? 

Secretary Humpurey. I would suggest, Senator, that probably the 
best way to save your time the most would be to get the people who 
actually do this, the Director of the Mint, who runs all this part on 
the purchase of the metals and actually handles them, and I think 
he would be the one who could probably save you a lot of time. 

Senator Manone. I do not know him, and as far as I am concerned, 
he has no responsibility whatever, so I would like very much if you 
would simply get it for me, and under your own testimony give us 
the answer to the question I asked. And that is: Under what prin- 
ciple do you purchase silver? How much silver you have in the 
Treasury at this time, which you have already answered. 

Secretary Humpurey. Yes, I told you that. 

Senator Maiong. How it varies, and under what conditions. And 
then answer the question as to the silver certificates issued’ against 
this money, and what part of the silver certificates, what: kind of 
silver certificates, can you present at a bank and get the silver for it? 

You cannot get silver, 1 understand, for all of the silver certificates 
in circulation. So make that division for me. 

Secretary Humpurey. We will do that. 

Senator Maronr. And explain the act, as to what it means in the 
purchase of silver, the price for which it is purchased, and the details 
oi how it is coined and used as money. 

Secretary Humpxrey. If you will just write that out for me, I will 
see that those answers are prepared and presented to you. 

Senator Matonez. Yes. I would appreciate that. 

(The information referred to was read into the record at p. 512.) 

Senator Matone. In this matter of metal backing for,the money, 
when you go far enough back into the history of money, what was 
was the reason for the gold and silver to be adopted ‘as ta jbasis (for 
the money system? Do you have any ideas on that now? 

Secretary Humprrey. That was before I was in the Treasury. 
|Laughter. | 

Senator Martone. You have had to learn some things, have you 
not, that happened before you came into the Treasury? 

Secretary Humpnrey. I wonder, sometimes. ([Laughter.] 

Senator Matonr. There are many people who question whether 
you have learned it or not. But Ido not. I thinkfyoujhave, and I 
ask you a question, and I do not think it is funny. 

Secretary HumpHrey. Well 

Senator Matone. It is pretty hard for me to joke, George, about 
the way this money system has been handled in the last 24 years. 
It is not funny to steal through inflation more than one-half of the 
savings, insurance, and pensions of the people of our Nation. 
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Secretary Humpurey. Well, Senator, you asked me a question 
going way back to, I suppose, earliest time. 

Senator Matonr. Do you have any ideas on it? 

Secretary Humpurey. No. 

Senator Matoner. Well, then, why was it continued? Do you have 
any ideas on that? 

Secretary Humpurey. Why do we continue now? 

Senator Matone. No. Why was the metal backing—gold and 
silver base continued up until 1933? 

Secretary Humpurey. I can tell you what we are doing now. 

Senator Matong. What are you doing now, and what do you want 
to do? 

Let me ask you that question 

Secretary Humpurey. Yes. 

Senator Matone (continuing). That is not going to be funny, 
and that is, what would you do now to establish a sound curr ency? 
We have established already, through your testimony, that we have 
a managed currency that you and the Feder al Reserve bank manage. 
They can determine how much money is in circulation and establish 
the stock market margin, and you can determine the interest rate. 

Now it is a manipulated currency. 

Secretary Humpurey. No. 

Senator Matone. It is a managed currency. 

Secretary Humpurey. I cannot determine interest rates. 

Senator Matonr. Well, you just testified yesterday you could and 
do. 

Secretary Humpurey. No. I testified yesterday that I could not. 
I testified that I met market conditions, and I—— 

Senator Matone. That is right. 

Secretary Humpurey (continuing). And I fixed the rates on the 
bonds we sold, and on nothing else. 

Senator Matonr. That is right. You fixed the interest rate. 

Secretary Humpnrey. On the bonds we sell. And that is not de- 
termining interest rates. 

Senator Matone. On Government bonds. 

Secretary Humpnrey. On Government bonds, yes, sir. That is 
not fixing interest rates. 

Senator MaLone. It is fixing interest rates. 

Secretary Humpurey. Well, it is just the way you can fix the inter- 
est rates on what you will pay or on what you w ill sell. 

Senator Matone. Let me ask you another question. I know from 
your testimony that you fix the interest rate so the bonds will sell on 
the market. Does the interest rate on Government bonds affect in- 
terest rates on normal private transactions? 

Secretary Humpurey. Certainly they do. They are part of the 
general market, and they are an important part, a very important 
part. 

Senator Martone. As a matter of fact, just about control it now, 
with about $290 billion of them out on the country. 

Secretary Humpurey. They are a very important part of the gen- 
eral market. 

Senator Matone. All right, let’s get down to fundamentals. 

Then you do fix the interest rate on Government bonds. 

Secretary Humpnrey. We do. 
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Senator Matong. And it does vitally affect the interest rate on 
private money. 

rete Humpurey. That is right, they are a part of the general 
market. 

Senator Matone. All right. Let us get away from that for a 
moment. 

We have established, then, that you and the Federal Reserve 
Board manage the currency, that is, you fix the interest on Govern- 
ment bonds and the Federal Reserve does determine the amount of 
currency in circulation. They create more money when they (the 
Board) believe that there should be more money in circulation, and 
they withdraw it when they believe there should be less money in 
circulation. 

Secretary Humpurey. And they have other powers that can affect 
the extent of credit. 

Senator Martone. That is correct. 

And the two of you together manage the currency of the United 
States, and its price on the open market, do vou not? 

Secretary Humpurey. No, I do not think so. I think the Federal 
Reserve 

Senator MaLone. What you do vitally affects every other business 
transaction. 

Secretary Humpurey. That is correct. 

Senator Matone. All right. 

Now, let us get away from that and the funny business. 

What would you do if you now wanted to establish a sound money 
and get away from inflation, undue inflation, and have a sound money 
basis in the United States of America, and you had the authority to 
do it tomorrow, to write the bill that Congress might consider? What 
would you suggest? 

Secretary trent. I would do exactly what I am trying to do 
and have been trying to do for 4 years. 

Senator Matone. But you would not change anything? 

Secretary Humpnrey. I would try to handle my budget, make 
further improvements in the budget. I would try to run the country 
on a proper fiscal basis. I would attempt to do all the things that 
oa have been attempting to do, and I would hope to do them a little 

etter. 

Senator Matong. But you would still have a managed currency? 

Secretary Humpurey. | would still have a managed currency if you 
want to call it that. I believe it is better to have it that way than in 
any other way. 

Senator Matone. Then you would not change anything we have 
been doing for 24 years, except just try to manipulate it a little better? 

Secretary Humpurey. No, I did not say that. I said I would try 
to do better the same things we have been trying to do for the past 4 
years. 

eenat or Matone. But you would not change the basis of this sys- 
tem! 

Secretary Humpnrey. I would not change the basis of what I have 
been trying to do for the past 4 years. 

Senator Matoneg. I am not talking about—you see, there are many 
things which happened before you came here. 
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You would not change the Gold Act of 1933 and 1934? You would 
not change anything? You would not try to establish a metal basis 
for money? 

Secretary HumpHrey. I would not go back to a metal base for money 
today, no, sir. 

Senator Matonsz. I am not confining it to today. What day would 
you go back, if you would? 

Secretary Humpurey. I do not know whether the day is coming or 
not. It may come. There may be sufficient stability develop in the 
world so that you would want to go back to a metal base, but I would 
not want to do it under present conditions. 

Senator Matonr. What you want to do now, you want to follow 
the remainder of the nations of the world who have, all of them have, 
managed currency, India has managed currency, Germany has a man- 
aged currency, they all have managed currency. So you will follow 
their lead. 

Secretary HumpHrey. I am not following their lead. Iam following 
the laws that we have in this country, which I believe are proper laws, 
and I believe are working very well. 

Senator Matonr. And you would not change them? 

Secretary Humpnrey. I would not change those laws, not at this 
time. 

Senator Matonr. That is a great piece of information that is 
going to be interesting to a great section of our public, that our 
present administration believes that a managed currency is exactly 
what we need, without a metal basis for it at all. 

Secretary Humpnrey. Not at this time. 

Senator MaLtong. What would you do with the 25 percent gold 
requirement for our currency? The law now requires that you have 
25 percent gold, 25 percent of the currency in circulation, behind the 
currency, does it not? 

Secretary Humpurey. That is right. 

Senator Matonz. What is it for? What good is it in our system 
if Americans cannot possess gold? 

Secretary Humpnurey. I would have it, and I would continue as 
we are with our gold transactions in international trade. I would 
continue doing the same things we are doing, and I think that we are 
doing them properly. 

Senator Matonr. Well, you would be shortchanging some of these 
foreign countries if they asked for the gold representing their dollar 
balance and you refuse to give it to them, and you say you can and 
would under certain conditions. 

Secretary Humpurey. Well, I said under special and certain 
conditions. 

Senator Matone. That would be a war. 

Secretary Humpurey. That is right. 

Senator Matone. But if we do not have a war as such, an upheaval, 
you would pay them in gold. 

Secretary Humpurey. That is correct. 

Senator Matone. But if we do not have the excuse of such a great 
upheaval or war for which to base a refusal, I think you are going to 
find that at least $16 billion of your gold belongs to somebody else 
under your own statement. 

Secretary Humpurey. Well, I do not think so, but—— 
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Senator Matons. Let us go back to your statement here. I do 
not know what you mean by this. It was sent by your “man Friday,” 
Mr. Burgess. You apparently never sign a letter—at least to me. 
I sign my letters to you. 

But under this setup, it says: ‘Foreign official short-term dollar 
holdings.” As you and I understand it, they hold that many dollars 
for which they can demand gold—you have said that it is customary 
to pay in gold. I understood that to be your testimony yesterday. 

Secretary Humpurey. Well, I have gone all over it, and I will 
make the same answers today that I made yesterday, and again in 
an hour from now that I made an hour ago. 

Senator Martone. Some of them have been very interesting and 
I am sure will be interesting to the country. 

Secretary Humpurey. Good. 

Senator Martone. And that is, that you can refuse to give the 
old to these people simply because you have the title to it and the 
o not have the title, but it takes an upheaval to cause that refusal, 

That is right, is it not? 

Secretary Humphrey. We can buy or sell gold. 

Senator Matone. And you are selling, and you testified -—— 

Secretary Humpnrey. We are buying and selling, both. 

Senator Matone. And you testified yesterday 

Secretary Humpurey. | told you the amounts. 

Senator Matone (continuing). With $35, a foreigner can buy gold 
and keep it. 

Secretary Humpurey. I told you the amounts we did buy and sell, 
yesterday. 

Senator Matone. And the $9.108 billion is the credit they had. 

Secretary Humpnrey. It is a dollar balance. 

Senator Matonre. It is a dollar balance for which they can expect 
gold. That is right. 

Secretary Humpnrey. They can expect gold as long as we continue 
selling it. 

ee Matone. But if—— 

Secretary Humpurey. Senator, I cannot say this—you say it any 
way you like. I have told you what we are doing, and why we are 
doing it. Now, I can keep repeating it and repeating it, but I am 
not going to answer questions that you propose in words that you 
choose to select, which gives a different impression. 

Senator Matone. I am not selecting any words for you to use in 
your answer, but I am asking you questions to clarify the record and 
getting very peculiar answers to some of them. Clever too. 

Secretary Humpurey. Well, that may be. 

Senator Mautone. So I am going to ask this one again, and let the 
record show it today: 

The $9.108 billion that the foreign governments own in dollar 
balances, they expect to be paid the gold for it, do they not? 

Secretary unewaer. Those are the short-term obligations of 





foreign governments and international institutions, and we expect 
to settle those balances in gold. 

Senator Matone. The total foreign dollar holdings are about 
$16% billion, leaving over $7 billion in private holdings, which, of 
course, can be transferred to foreign government holdings, 

Secretary Humpurey. Under varying conditions, and I am going 
to get you those varying conditions you have asked for. 
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Senator Matong. Yes, you are going to get those varying condi- 
tions. You do not have them now? 

Secretary Humpurey. I do not. 

They are in a good many countries, and they vary from country to 
country. 

Senator Matone. That is right. 

Now, if the $16 billion plus is owed by us in gold, unless we see fit 
to refuse to give them the gold, which would not be following the 
customary practice, it means then, what we have left that we actually 
own if we followed the customary practice of paying dollar balances 
in gold would be less than $6.5 billion, would it not? 

Secretary Humpnrey. That is the difference between the figures 
that you have just added up. 

Senator Matone. Yes. That is right. 

I have a table here, furnished also by the United States Treasury, 
and signed by Mr. Burgess, Under Secretary, which gives a breakdown 
of the nations which own this gold. 

Austria, $305 million. Presumably, Austria could get the gold. 

Mr. Chairman, without going further into this business, I ask that 
these two tables, one which shows the United States gold stock, 
monetary gold reserve requirements, and foreign dollar holdings, 
1934-57, be made a part of the record. 

The CuarrMaNn (presiding). Without objection, so ordered. 

Senator Matone. That is table I. 

I ask that table II, foreign dollar holdings, March 31, 1957, in 
millions of dollars, by nations, be made a part of the record. 

The CuarrMan. Without objection, so ordered. 

(The tables referred to are as follows:) 


TaBLE I,—United States gold stock, monetary gold reserve requirements, and foreign 
dollar holdings,! 1934-57 




















[Millions of dollars} 
United States} Total foreign Foreign 
End of period United States} monetary dollar official short- 
| gold stock gold reserve holdings term dollar 
| requirement | holdings 
8, 259 3, 116 670 (2) 
10, 125 3, 984 1, 301 (2) 
11, 422 4, 453 1, 623 (2) 
12, 790 4, 604 1, 893 (2) 
14, 591 5, 543 2, 158 fs) 
17, 800 6, 738 3, 221 2) 
22, 042 8, 238 3, 938 (2) 
22, 761 8, 631 3, 679 (2) 
22, 739 10, 409 4. 205 | 2, 244 
21, 981 12, 287 5, 375 | 3, 320 
20, 631 14, 645 5, 597 | 3, 335 
20, 083 10, 919 6, 883 4,179 
20, 706 10, 780 6, 480 | 3, 518 
22, 868 11, 341 7, 116 | 4, 004 
24, 399 11, 938 7, 718 | 4, 701 
24, 563 10, 795 8, 226 | 4, 566 
22, 820 11, 045 10, 197 | 5, 148 
22, 873 11, 758 10, 173 | 5, 189 
23, 252 12, 092 11, 719 | 6, 239 
22, 091 12, 187 12, 739 7, 296 
21, 793 11, 847 14, 019 8, 540 
21, 753 12, 009 15, 230 | 8, 834 
22, 058 12, 120 16, 447 9, 497 
DERE BOG oils 6 wc seid bth de ban theneeesacesdce 22, 406 11, 761 16, 246 9, 108 





1 Includes holdings of international institutions, 
2 Not available as of May 29, 1957. 
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TaBLE II.—Foreign dollar holdings Mar. 31, 1957 
































{Millions of dollars] 
Europe: Latin America—Continued 
Austria’c Le Ok IN aes $305 Panama, Republie of__.-.-- $118 
Belafumea sls i levsuic 152 Pereisi . ivnléis sales 82 
Czechoslovakia_-_........-- 1 El ‘Salvador = ree ody eee 41 
a hie Shaki os on rain stort 82 CRI oe Bice devotee 76 
a ian tale niall 64 VesiGe. anc uresanant<o 376 
IG 6 se ie ian nee 432 Other Latin Ameriea_-_---. 147 
rermany, Federal Republic 
Mana-sitaiisad-wsienk 1,777 Total Latin America-_--.- 2, 537 
I a Shine es Tiles 178 
TOV i ncwsranecenensanscae= 893 | Asia: 
Netherlands-__-.....----.-. 126 China mainland_-_-_--_----- 38 
Rs con o culo es aia eee 171 POPmOns. . — ncn ee 1169 
Dalene. nce -b deeu-denebe 4 Hong, Kong-_-+--..-.+.---- 58 
TOTRUCA 4s. oo cpinanctindes 123 EN eS ape a 81 
EE ale le ie ihc 1 pe paral lid Bh a ilar 145 
I iol da mali nih nahi een 35 peeps S2ce oY ae use 40 
Swedens -. .-6+4-<.-+4--<5- 228 TOTO eh anttney cheer at oP 35 
Switzerland_--.......---=-. 912 NTN OS ie a ceed ce eet 912 
SI ve sh diclocerneniehe Birecrmre captenial 14 Korea, Republic of___.--~. 103 
i, Ms eS cal, ant einen chimed 1 EE crater naistiniiun 250 
United Kingdom_-_--_..--- 1,175 FANS — Bh he ie epee 168 
OS SER OITN cosee coh o> ere och 14 Other, ASIO~ 95 oak ects nde 414 
CWOF MHPODC. gn am cednr 421 
Total Asis. 35 -nasiett 2, 313 
Total Europe....-.....- 7, 109 
PRIM ad ctenih ss ctl giekt saidnacaia 1, 931 | Other countries: 
BRIER... + < an ental 93 
Latin America: Belgian Congo-___.-------- 42 
Arwontina iJ... cLisiuiu 138 Beyot. 224i. J- na pibe 60 
I tan ai nw in cin ela 25 Union of South Africa_...-. 62 
teks incudcieh werden 233 OO cnn terial 145 
I dietiane tniet eal cee nt aes 92 
Ctiemnbigiiu) 2220. Taro 7eu 190 Total other countries__._. 402 
Cuhai). Dosspelinca sysulus 384 | International. .2_.......----.- 1, 954 
Dominican Republic-__------ 78 SSS 
OO Pe 74 Grand total_..........- 16, 246 
OxiOR 296000 LOTUS 413 
Netherlands West Indies 
and Surinam _......-..- 70 


Senator Matone. It shows here in the table that the United 
Kingdom, for example, has $1.175 billion in dollar balance. 

Now, there was another question on which you were going to give 
me some information. It maybe that I am mistaken. Perhaps you 
answered it. That is, the money that we give these nations, whether 
it is Marshall plan, ECA, or mutual security, whatever it is, just so it 
is dollars, that adds to the dollar balance of that nation for which they 
could demand the gold? 

Secretary Humpurey. That is correct, if it goes to the nation—— 

Senator Matong. Yes. In cash. 

And then, as we have already 

Secretary. Humpurey (continuing). In dollars. That is what I 
said. I said if it went in dollars, ‘that then it added to their dollar 
balance, and it does. 

Senator Manone. For the record, about $70 billion in gifts and 
various other arrangements have gone to these people over the last 
10 to 12 years. 

Secretary Humpurey. Well, that is subject to division, as we said 








yesterday 





484 FINANCIAL CONDITION OF THE UNITED STATES 


Senator Matongz. That is right. ‘Some of it was in groceries. 
Secretary Humpurey (continuing). Between goods and dollars. 
Senator Matong, That is right, 

Secretary Humpurey. We are now talking about dollars. 

Senator Matone. That is right. It is subject to division between 
goods and dollars. The dollars add up to dollar balances and for 
that they can demand gold. 

Now, apropos of this gold standard, I have introduced two bills; 
S. 1775 providing a free market for gold, and S. 1897, for a gold 
standard, a gold ase for our currency. I have had your answer, of 
course, officially through Mr. Burgess, that you do not favor either 
one. You have testified that you want to continue the managed 
currency. 

S. 1897 is a bill to return to the gold standard, and I have the report 
to the Senate Finance Committee on this bill. It is signed by Mr. 
Burgess, and the letter reads: 


This is in reply to the letter of your committee dated April 22, 1957, requesting 
the views of the Treasury Department on S. 1897, a bill to provide the United 
States with a gold standard and redeemable currency, and to correct other defects 
in the monetary system of the United States. 

The effect of the bill, 5. 1897, would be to establish a redeemable gold coin 
standard in the United States at the present parity of the gold dollar which is 
equivalent to one thirty-fifth of an ounce of gold. 

The United States is now on a form of international gold bullion standard in 
which gold is freely bought from and sold to foreign governments and central 
banks at the official price of $35 per fine troy ounce for the settlement of inter- 
national balances. 


That you and I have covered very thoroughly, I think, yesterday 
and now today. 

Secretary eee? That is right. 

Senator Mazone. He does not say, however, here that they can 
refuse to send the gold to them, but you have explained that very 
thoroughly. 


The United States Government also purchases newly mined domestic gold and 
sells gold domestically for legitimate and customary industrial, professional and 
artistic uses at the official price. A gold reserve equal to 25 percent of the note 
issue and deposits of Federal Reserve banks is required by law. However, 
eon citizens are not at present permitted to redeem United States currency 
or gold to be held as a store of value. 

In the light of existing political and economic uncertainties in many parts of 
the world— 


that must have been what you meant when you said you wanted to 
stay on a managed currency as long as things were upset. 

Secretary Humpurey. I said under present conditions; I would not 
make any other recommendation. 

Senator MALone (reading): 


the Treasury Department does not feel that it would be desirable for the United 
States to return to a program of internal redemption of currency by gold payments 
at the present time. A greater measure of economic stability should be estab- 
lished throughout the free world and the principal foreign currencies freed from 
existing restrictions and made convertible with each other before it would be 
appropriate to return to gold redemption. 

For these reasons, the Treasury Department would not favor the enactment 
of 8. 1897. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to submission of this report to your committee. 


Mr. Chairman, I ask that the bill introduced, and the letter, be 
made a part of the record at this time. 
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The CaarrMan. Without objection, the insertion will be made. 
(S. 1897 follows:) 


[S. 1897, 85th Cong., 1st sess.] 


A BILL To provide the United States with a gold standard and redeemable currency, and to correct other 
defects in the monetary system of the United States 


Be, it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That this Act shall be cited as the ‘“Gold Redemp- 
tion Act of 1957”. 

Src. 2. The standard money unit of the United States shall be the dollar con- 
sisting of fifteen and five twenty-firsts grains of gold nine-tenths fine. Gold shall 
be freely coined and issued upon demand in any amount not less than $100. The 
smallest denomination of gold coins shall be $10. All other denominations of gold 
coins shall be of such size as the Secretary of the Treasury shall find desirable to 
meet public demand. All gold coins shall be nine-tenths fine, and the weight of 
each coin shall be fifteen and five twenty-firsts grains multiplied by the face value 
of such coin. 

Sec. 3. Nothing in this Act shall be construed to change, or authorize any 
change in, the size, weight, or fineness of the present lawful silver coins. 

Sec. 4. All provisions of law authorizing the President to alter the size, weight, 
or fineness of gold and silver coins are hereby repealed. 

Sec. 5. The mint charges for assaying and coining gold and silver, and the 
Hania, ot tolerance, and the alloys in gold and silver coins, shail be those in effect 
nl : 

Sec. 6. Standard gold coin, gold certificates, silver dollars, silver certificates, 
and United States notes shall be full legal tender. 

See. 7. Fractional silver coins shall be legal tender only up to $10. Five-cent 
pieces and 1-cent pieces shall be legal tender only up to 25 cents. 

Sec. 8. Bank notes and Treasury currency in the process of retirement shall 
have the quality of legal tender only for purposes of presentation to banks and 
the United States Treasury and its fiscal agents for redemption at face value. 

Suc. 9. That part of section 43 of title HII of the Act of May 12, 1933, as 
amended by Public Resolution Numbered 10, approved June 5, 1933, providing 
that all coins and currencies of the United States shall be full legal tender, is 
hereby repealed. 

Sec. 10. All money of the United States, including money issued by banks, 
shall be. maintained on a parity with the standard gold dollar by freedom of 
exchange at face value with standard gold bullion or coin at the United States 
Treasury. 

Src. 11. Lawful reserves of not less than 25 per centum shall be held against 
their deposits by the Federal Reserve banks. Such lawful reserves shall consist 
of any or all of the following gold bullion, gold coin, gold certificates, silver coin, 
silver certificates, minor coin, and United States notes. 

Sec. 12. Lawful reserves of not less than 25 per centum shall be held against 
Federal Reserve notes issued by Federal Reserve agents to Federal Reserve banks. 
Such lawful! reserves and the 5 per centum redemption fund held against Federal 
Reserve notes shall consist of standard gold bullion, or gold coin, or gold certifi- 
cates, alone or in any combination. 

Sec. 13. Federal Reserve notes shall be receivable for all debts, public and 
private, but they may not be counted as reserves against other notes or deposits 
of issuing banks. 

Sec. 14. Federal Reserve notes shall be redeemed in gold bullion, or gold coin, 
or gold certificates on demand at the United States Treasury or at any Federal 
Reserve Bank. 

Sec. 15. Every obligation now existing or hereinafter created containing pro- 
vision for the payment thereof in gold dollars shall be considered an obligation to 
pay in gold dollars of the weight and fineness specified in this Act. 

Suc. 16. The President shall not suspend payment in gold on any obligation 
heretofore or hereafter entered into except as specifically authorized by Act of 
Congress. 

Src. 17. The following sections of the Gold Reserve Act of 1934 are hereby 
repealed: Sections 2, 3, 4, 5, 6, 7, 8, that portion of section 9 following the phrase 
“as to him may seem expedient’’, 10, 11, 12, and 13. 

Sec. 18. All laws or parts thereof which are inconsistent with the provisions of 
this Act are hereby amended or repealed. 

Src. 19. This Act shall take effect one year after the date of enactment. 
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Senator Matonz. The bill would simply return to the gold stand- 
ard with the $35-an-ounce gold, and would be freely interchangeable 
and held by American citizens once more, under this bill. Foreigners 
would have no advantage over American citizens. 

And, as I understand it, you have no objection to, and favor, the 
present method of paying the dollar balances in gold to foreign na- 
tions, and that the foreign nations can buy gold from us at the $35 
price, buy gold from them at the $35 price if it is offered, and that 
the only people in the world who are prohibited from buying gold from 
the United States Treasury and holding it in their possession are the 
American people. 

Is that true? 

Secretary Humpurey. I believe in going on just as we are, in the 
ordinary course of trade. 

Senator Matonr. Did I make a correct statement? 

Secretary Humpurey. I answered it. 

Senator Matone. Well, you did not answer my question. I will 
say it again. 

Secretary Humpurey. I said I believe in going on just as we are, 
in the ordinary course of trade. 

Senator Matonz. That means, then—I am going to say it again 
so that you must understand it—that any person, any government in 
the world that has $35 of American money can buy gold and have it 
in their possession, as far as we are concerned, except an American 
citizen, 

Secretary Humpurey. In the ordinary course of trade. 

Senator Matone. Well, in any other way. It is against the law. 
You can put a man in jail for owning gold here in America, can you 
not? 

Secretary Humpurey. No. You are talking about other govern- 
ments. 

Senator Matone. No; I said our own citizens. 

Secretary Humpurey. We will not sell gold to other citizens. We 
sell gold in international—we transfer gold to settle international 
balances, sell gold to settle international balances, in the regular 
course of trade with other central banks. 

Senator Matoner. Any foreign central bank that has $35 in Ameri- 
can money can get an ounce of gold. 

Secretary Humpurey. That is correct, in the ordinary course of 
trade. 

Senator Matone. And they can sell it, and do sell it, to their own 
citizens at any price they can get. That is theirown business. 

Secretary Humpurey. That is their own business, and they do it 
in varying ways and in varying degrees. 

Senator Matong. That is right. But their citizens do own gold; 
I mean they can own gold. 

Secretary Humpurey. In some places they do, and do it in different 
ways. 

Senator Martone. Do you know of any other nation which does not 
allow its citizens to own gold? 

Secretary Humpnurey. I do not know. That is one of the things 
you asked me to look up, and that is the same thing you asked. You 
want to know what restrictions there are between individuals and 
their central banks in a list of countries, and I said we would get that 
prepared and give it to you. 
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Senator Matonz. I think this adds a little to it: If there is any 
nation in the world today which does not allow their own citizens to 
own gold except the United States of America. 

Secretary Humpurey. That will appear on the list. 

Senator Martone. All right. 

(The information referred to was subsequently submitted and in- 
serted in the record at the point of original request. See p. 461.) 

Senator Matong. IJ introduced another gold bill. I have the report 
here. The bill introduced, the second bill introduced, was S. 1775, 
for a free gold market. 

There are many people who believe you can go back on a gold 
standard at $35 anounce. Idonot know. Of course, you thoroughly 
expressed the position of the administration. There is no desire to 
change it in any case, and, as a matter of fact, any change would be 
opposed. 

But to find out what the real price of gold should be—as a matter 
of fact, in South Africa, I was there in 1947, they would like very 
much a free market for gold, but for us to retain our $35-an-ounce 
guaranty to buy any gold offered at that price. 

In every nation I visited, they were talking about $60 or $70 gold, 
but when I tried to find out how much gold it would require to absorb 
the market above $35 an ounce they were very reticent; my con- 
clusion at the end of the trip was that it would not take a very great 
volume of gold to soak up that extra market above $35 an ounce. 

But it seemed to me that the only way to find out was to establish 
a free market. Soin April, April 1, I introduced S. 1775, a bill which 
would permit a free market for gold. 

The letter the committee received from Mr. Burgess on this bill— 
the reason, as I stated, for introducing such a bill was because, if it 
hit its level, $30 or $40 or whatever it was, or $50, then we would 
have some idea of what the price ought to be if we did go back on a 
gold standard. The letter: 

My Dear Mr. CuatrMan: This is in reply to the chairman’s letter of April 2, 
1957, requesting the views of the Treasury Department on 8. 1775, a bill to 
authorize private transactions involving the sale, acquisition, or holding of gold 
within the United States. 

That, Mr. Chairman, would allow our own citizens to deal in gold 
just the same as foreigners deal in gold, no restriction on American 
private citizens. 

The effects of the bill, S. 1775, would be to create in the United States a free 
market for newly mined gold in which the price would be prevented from dropping 
below $35 an ounce, to allow the exportation of such gold to other world markets 
and to prohibit the sale of gold by the United States for industrial use or in any 
free market for the purpose of depressing the price. This would involve a second, 
unofficial price for gold which would fluctuate at variance with the official price, 
depending upon the demand for a relatively small amount of new gold production. 

The Treasury Department is opposed to the enactment at this time of legislation 
which would have the effect of creating variable prices for gold in terms of the 
dollar in domestic and foreign markets. We believe that the adoption of any 
such proposals would tend to undermine confidence in the currency and thus would 
be a step away from a sound monetary policy. 

The Department has been advised by the Bureau of the Budget that there is no 
objection to the submission of this report to your committe?. 

Mr. Chairman, I ask permission to have this letter, along with the 
bill, made a part of the record. 

The CuarrMaAn. Without objection, the insertion will be made. 
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(S. 1775 follows:) 


{8. 1775, 85th Cong., 1st sess.] 


A BILL To authorize private transactions involving the sale, acquisition, or holding of gold within the 
United States 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That, notwithstanding any other provision of 
law, gold in any form, mined subsequent to the enactment of this Act, within 
the United States, its Territories and possessions may be melted, smelted, con- 
centrated, or otherwise treated so as to prepare it to be sold, or held and stored 
as is, or has been customary with gold, and it may be bought, held, sold, or 
traded upon the open market within the United States, its Territories and posses- 
sions for any purpose whatsoever without the requirement of licenses and it may 
be exported without the imposition of duties, excise taxes, the requirement of 
licenses, permits, or any restrictions whatsoever. 

Sec. 2. Gold imported into the United States after the date of enactment of 
this Act may be held, bought, sold, or traded upon the open market within the 
United States, its Territories and possessions, for any purpose whatsoever and 
may be exported without the imposition of duties, excise taxes, the requirement of 
licenses, permits, or any restrictions whatsoever. 

Sue. 3. All gold held or bought by the United States Treasury, or mints, or 
assay Offices, or by the Federal Reserve banks, shall be construed to be monetary 
gold. Such gold shall not hereafter be sold for commercial use or for the arts, 
and such gold shall not hereafter be sold by the Treasury or by the Federal Reserve 
banks (or for the account of either), directly or indirectly, in any free gold market 
in the United States, its Territories or possessions, for the purpose of depressing 
such market and thereby lessening the price and value of gold: Provided, That the 
United States Treasury shall purchase as monetary gold any gold mined after 
the date of enactment of this Act in the United States, its Territories or possessions, 
which is offered to it for sale at the rate of $35 an ounce. 


Senator Matone. The purpose of the introduction of the bill was 
simply to determine what the price of gold would be on a free market. 

Do you know—I think I asked you before, this morning—do you 
have any method of determining or do you know or do you keep 
account of the amount of American capital invested in foreign 
countries? 

Secretary Humpurey. We have some information about it. 

Senator Matonn. Would it be proper to ask you the question——— 

Secretary Humpurey. I think probably the most accurate informa- 
tion about it would be in the Department of Commerce. 

Senator Martone. Well, I think it would. 

Secretary Humpuery. I think that is—— 

Senator Martone. I have had a little difficulty in my correspondence 
with the Department of Commerce. They seem reluctant to give us 
the detailed information. 

Let me ask it in another way, then: Any gold or any money trans- 
ferred to a foreign country for any purpose, do you have any record 
of it, gold shipments? 

Secretary Humpurey. Of gold between central banks, between 
governments? 

Senator MALone. Yes. 

Secretary Humpurey. Yes; we could tell you that. 

Senator Matone. You would have a record of it. 

Is it a record which would add to our record here, if you could give 
us the record of those shipments? 

Secretary Humpurey. Over how long a period? 

Senator Matonsz. A reasonable period, whatever you could do, 5 
years. 

Secretary Humpurey. Yes; we will get it for 5 years. 
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Senator Matonpn. All right. 

(The information referred to was subsequently submitted and in- 
serted in record at place of original request. See p. 457.) 

Senator Matone. I think I asked you already if this large invest- 
ment, this movement of American capital to foreign countries—and 
I understand it has reached right close to $40 billion now—if that is 
any indication of instability of our Government or methods of financ- 
ing. 
Secretary Humpurey. You did ask me that, and I replied that I 
did not think that was certainly a primary purpose or moving influ- 
ence: that I thought it was to do business in additional markets or 
to develop natural resources elsewhere, or to gain additional markets 
for the sale of goods. 

Senator Matonn. Where do we have gold stored besides Fort Knox? 

Secretary Humpurey. I said I would give you a list of the places. 

Senator Matone. Yes: I think you did. But you do not have it 
yet? 

* Secretary Humpurey. No. 

(The information referred to at the place first requested on p. 446.) 

Senator Matone. I think you thoroughly answered the question 
that you think it is all right for foreign governments to be able to se- 
eure the gold, buy it from the United States and do anything with it 
they desire, put it in the hands of their private citizens at any price 
they can get. 

But you do not believe the situation should be changed here? You 
do not believe our private citizens should be allowed to own it? 

Secretary Humpurey. I have answered that question several times. 

Senator Matonr. Yes. You do not believe that it should be done? 

Secretary Humpurey. I have answered it several times. 

Senator Matong. Well, you answered it that you believe it should 
be just as it is now. 

In balancing the amount of money that is supposed to be in circula- 
tion, do you know the principle which is used, either by the Treasury, 
if you happen to be consulted, or by the Federal Reserve Board, in 
determining the amount of money that ought to be in circulation? 

Secretary Humpurey. Well, that, as I said the other day, is all, 
technically it is all part of the technical operation of the Federal Re- 
serve System, and that is the thing that Mr. Martin is in charge of. 

I think that 

Senator Matons. Yes. That is right. 

Secretary Humpnurey (continuing). You should inquire from him. 

Senator Matonn. Do you know the limits, if there are limits, the 
latitude that he has in using his judgment as to the amount of money 
in circulation? 

Secretary Humpnurey. That is all part of his technical operation. 

Senator Martone. Now we have several international banks; we 
have the Export-Import Bank, we have the International Bank, the 
International Monetary Fund, the International Bank for Reconstruc- 
tion and Development, and the International Finance Corporation all 
to encourage American investment abroad. Do you have anything 
to do with these banks? 

Secretary Humpurey. Yes; I do. 

Senator Matonr. What part of it do you supervise? 
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Secretary Humpurey. I am a representative on the bank and the 
fund, and we have other representatives, and I talk to them frequently 
about what they are doing. 

jargon Matone. What are these banks, what are the names of 
them? 

Secretary Humpurey. Well, the Export-Import Bank is a creature 
of statute of this country, which is supplied with funds from the 
Treasury of this country under authority of the Congress. 

The International Bank for Reconstruction and Development was 
created by an international agreement approved by a law, by an act 
of 1945—I will give you the act in a minute. 

There are now, I believe, 60 countries, is it not? They have just 
added a few more—it may be 1 or 2 more, even. Countries are owners 
and participants. The act was approved on July 31, 1945. It is 
Public Law—— 

Senator MaLonn. 1945, you say. 

Secretary Humpurey. Public Law 171 of the 79th Congress (59 
Stat. 512). 

Senator Matong. What other banks are there? 

Secretary Humpnrey. Well, those are the two banks. 

Then there is the International Monetary Fund, which was created 
by the Bretton Woods Act, the same date, the same law, and there are 
the same number of countries that are members of that fund. 

Senator Matong. About 60. 

Secretary HumpHrey. Then there is the International Finance 
Corporation which was created just a couple of years ago while we were 
here. It was created by act approved August 11, 1955, and the act is 
Public Law 350 of the 84th Congress. 

And that is an organization which is participated in by a number of 
countries, a lesser number than in the bank. They did not all come 
in. It is a lesser number, but it is still a substantial number, and it 
has been changing as new ones would come in. I cannot tell you 
exactly how many there are. 

They all subscribed, as they came in, to its capital. It has capital 
of $100 million, and our share of it, as I recall it, is about one-third. 
We put up $35 million, 35 percent. 

Senator Matone. What is the World Bank? 

Secretary Humpurey. That is the International Bank for—that is 
the long name. 

Senator Matong. That is the International Bank for Develop- 
ment? 

Secretary Humpurey. That is right, Reconstruction and Develop- 
ment. 

Senator Matonsn. There are four of these institutions. 

Secretary Humpnurey. That is right. 

Senator Matonge. The Export-Import Bank, how does it operate? 

Secretary Humpurey. It operates through its own officers and its 
own board of directors. Mr. Sam Waugh is president of the bank. 
He has a board of directors, and he has an advisory committee, and 
they operate their institution on the clearing—there is a clearance 
provided by the NAC. 

Senator Matonr. How much money do they have, and how do 
they get it? 

Secretary Humpnrey. Well, as I recall it, they were voted $5 billion. 
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Senator Martone. And have been furnished additional sums since 
that time? 

Secretary Humpnrey. Well, they have the right to draw on the 
Treasury up to that amount, and they have not drawn it all. 

Senator Martone. How do they operate, what kind of operation 
do they specialize in? 

Secretary Humpurey. Up to date, here is the last statement, up to 
date they owe us now, they owe the Treasury now, $1.204 billion. 

Senator Matone. In other words, they have drawn less than the 
authorized amount? 

Secretary Humpurey. They have borrowed $1.204 billion from us. 

Senator Martone. Yes. 

Secretary Humpurey. They have a borrowing authority of $4 
billion. They also have a billion dollars of capital stock which was 
created in the original act. They have disbursed up to April 1 of 
this year—these figures do not quite check, because they are of 
different dates, | do not seem to have the exact dates here—up to 
April 1 of this year, they disbursed $4.840 billion in loans, and they 
collected principal of $2.441 billion. 

Their net disbursements as of that date were $2.399 billion, and 
they owed the Treasury on June 30, this year, $1,204,535,559.79. 

Senator Matone. In other words, they have used or have paid out 
about half of the original capital. $1 billion was the original capital. 

Secretary Humprrey. You see, the total original, taking the full 
drawing account, Senator, plus the stock, is $5 billion. 

Senator Matonn. $5 billion; yes. 

How many employees are there in the Import-Export Bank? First, 
how many offices, and how many employees? 

Secretary Humpurey. | did not hear that. 

Senator Matonr. How many offices, and how many employees? 

Secretary Humpnrey. They are located here. They have an office 
here in town. 

Senator Martone. Do they have any offices in foreign countries? 

Secretary Humpurey. Do they have what? 

Senator Matong. Do they have offices in foreign countries? 

Secretary Humpurey. I think they have a couple of traveling rep- 
resentatives. Whether they have offices or rot, I am not sure. 

Senator Matone. Could you find out and let me know just where 
the offices are located, and the number of employees of this organiza- 
tion, for the record? 

Secretary Humpurey. If you want me to do it. Of course, those 
bank people can tell you about their affairs. 

Senator Matone. Yes. 

Secretary Humpurey. I do not 

Senator Matone. I presume we will have them here. 

Secretary Humpurey. Their employees or offices, or anything else, 
I have nothing to do with. 

Senator Martone. You furnish the money up to the amount 
authorized; $5 billion in this instance. 

Secretary Humpurey. I furnish the money, and. they do the 
business. They have their own Board of Directors. 

Senator MaLong. What is the nature of their operation? 

Secretary HumpHrey. What is that? 

Senator MaLtonr. What is the nature of their operation? 
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Secretary Humpurey. Their operation is for the purpose of assist- 
ing in the export and import of goods from this country. It is to 
assist America, both to export and import, and they make loans 
largely involved in either the financing of exports that are made in 
America and sold abroad, or for the financing of goods that are needed 
by America and purchased abroad. 

Senator Matonz. They encourage American investments abroad. 
I do not want to make this complicated for you, but could you, with- 
out too much trouble, secure the headquarters of these people, if 
they do have them in foreign nations, and the number of employees 
they have? 

Secretary Humpurey. Yes; I can get that. But why don’t you 
ask the people that run these things? Why do you ask me about 
things that are somebody else’s job to run? 

Senator Matong. I think you have a point there, except we will 
lose you one of these days. And you should have the information if 
you furnish the money. 

Secretary Humpurey. I will be glad to help you any way I can, but 
I do not know why I should 

Senator MaLone. You do keep the record 

Secretary Humpurey (continuing). Get all the information about 
running somebody else’s business. 

Senator Mauone. I call it your business if you are financing them, 
and the taxpayers are really getting interested in these independent 
corporations, financed by them, to encourage American capital to 
be invested abroad. 

Secretary Humpurey. Of course, they are interested, and I am 
interested, but that does not mean I run their offices or their em- 
ployees or anything of the kind. I do not. 

Senator Matone. I understand that. My interest in them is to 
find out what they do, and why. In other words, we seem to be 
financing our own downfall—sending American capital to cheap-labor 
countries to compete with our own workingmen and investors. 

Secretary Humpurey. They are available here; they are right here 
in town. Why don’t you get them im and ask them? 

Senator Matone. This is an investigation, and you are the witness. 

Secretary Humpurey. Yes. And I am asking why you do not 
get the witness who really knows. 

Senator Matone. I am asking whether you pay attention to the 
things you finance. 

Secretary Humpnurey. I don’t check on the employees they have, 
or where they have them located, or how they solicit their loans. I 
do know what their general purposes are. I do know their general 
functions. I do know in general the kind of loans they make and 
how they operate. 

Senator Matonr. My general line of questioning is to find out 
why we finance our competition—why we are going all out with 
taxpayers’ money all over the world. 

Secretary Humpnurey. On this one, you should ask the Congress 
that created it. 

Senator-Matone. Yes; I think they should understand what they 
are doing—they should have more information on what is going on, 
and that is what we are trying to get. 
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Secretary Humpurey. Then I would get the people who are doing 
it and ask them. 

Senator Matone. You have a point there, except that as long as 
you finance them, you ought to know something about it yourself. 

Secretary HumpHrey. | do know something about what is:going on. 

Senator Martone. All right; put it in the record. 

(The information referred to was subsequently submitted for the 
committee files in the Report to the Congress on the Budget Estimates 
for Fiscal Year 1958 of the Export-Import Bank and the Sixth-Month 
Report to the Congress, June 1956.) 

Senator Matonr. Now we come to the International Bank for 
Development. What is the nature of this bank, and how much 
money do we furnish? 

Secretary Humpurey. All right, I think much the same thing 
applies here, in that they have a board of directors, they have their 
own officers, they have their bylaws, they have a separate, independ- 
ent institution. We are simply one stockholder in it. 

Senator Matonn. I would say we are the chief one, are we not? 

Secretary Humpurey. We are the chief one; yes, sir. We are the 
chief one. 

Senator Matone. You say there are about 54 countries? 

Secretary Humpurey. What is that? 

Senator Matons. About 54 countries? 

Secretary Humpurey. I did not hear that. 

Senator Matong. About 54 countries? 

Secretary Humpnurey. I think it is about 60. There have been 
1 or 2—it was 54, and then they took in several more. The original 
act 

Senator MALone. July 31, 1945, it was passed, you told me. 

Secretary Humpurey. I gave you that. And that provided for 
subscriptions, the total amount of subscriptions provided for in the 
agreement approved by that act is $9.1 billion, of which the United 
States subscribed for $3.175 billion. 

Senator Matong. About 35 percent. 

Secretary Humpurey. Now, part of that was to be paid in gold, 
and part of it to be paid, as needed, in the currencies of the countries 
involved. 

Senator Matone. What part of it in gold? 

Secretary Humpurey. As I recall it, one-quarter. 

Senator Matons. Did all of the countries put in gold? 

Secretary Humpnrey. Wait a minute, That is the International 
Fund. Wait until I see here. The fund was a quarter. This is the 
bank. Two percent. The method of payment of subscriptions for 
shares: 

Payment of subscriptions for shares shall be made in goldZor United States 
dollars and in the currencies of the members, as follows: 

Under section 5 (i) of this article, 2 percent of the price of each share shall be 
payable in gold or United States dollars and, when calls are made, the remaining 
18 percent shall be paid in the currency of the member; 

diy When a call is made under section 5 (ii) of this article, payment may be 
made— 
and it goes on with a lot or arrangements as to how payments shall be 
made in varying ways. 

Senator Matone. All nations pay in their currency? 
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Seeretary Humparey. The kinds of payments and all are specified 
in the agreement. 

Senator Matonn. What percentage was to be paid in gold; 2 
percent? 

Secretary Humpurey. Two; that is right. 

Senator Martone. Does that apply to us only, or to all of them? 

Secretary Humpnrey. That is everybody; either gold or dollars. 

Senator Martone. Do you have a list of the countries, with the 
amount of money that they paid in, of this $9 billion? 

Secretary Humpnurey. I have the list they subscribed for. I would 
have to ask for how much they paid in to date. 

Senater Matonz. Could we make that a part of the record? 

Secretary Humpurey. Yes, sir. 

(The information referred to appears on pp. 495, 496.) 

Senator Matons. What do they do? What is the nature of their 
business? 

Secretary Humpurey. They can make loans in any member country 
for loans that they think are good, with reasonable prospects of re- 
payment. They can make them to countries or they can make them 
to individuals, with the guaranty of the Government. 

They cannot make loans without Government guaranties. Every 
loan they make has a Government guaranty on it. Those loans—— 

Senator Matone. That is, the government, if they loan to an indi- 
vidual, we will say, in Scotland, then Scotland would guarantee that 
loan? 

Secretary Humpnrey. The United Kingdom would have to guaran- 
tee it. 

Senator Matone. If they made it to Austria, an individual in 
Austria, then Austria would guarantee the loan? 

Secretary Humpurey. That is right. If they loan to a national of 
a country, the country of that national guarantees the loan. 

Senator Manone. Most of these countries, 1 suppose, are on our 
list that we give money to, which are members of it. 

Secretary Humpurey. I would think probably. 

Senator MaLone. Some of our star boarders. 

Now, they can loan for any purpose, any purpose that they see fit? 

Secretary Humpnurey. That is about it. 

Senator Matonsz. That their board of directors or their president 
believes to be a sound loan? 

Secretary Humpurey. Their board of directors. 

Senator Matonz. We get 

Secretary Humpurey. It is primarily for the development of the 
country. You say “for any purpose.’ I do not think that is right. 
I think there are loans that they would not consider making at all, 
and should not.. But they can make a rather broad list of loans that 
have to do with the reconstruction and the development of the 
countries with whom they are associated. 

Senator Matonrz. Do they make loans in the United States? 

Secretary Humpurey. Could they? 

Senator Martone. Do they? 

Secretary Humpurey. I do not think they do; no. 

Senator Matonr. Then it is a setup entirely to assist foreign 
nations. 
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Secretary Humpurey. Well, the United States, so far as I know, 
has never made any application for a loan. 

neon: ag Matone. Did any individual ever make an application for 
a loan? 

Secretary Humpurey. Guaranteed by the United States? Not 
that I know of. 

Senator Matons. Then it is an international setup to loan money 
for the development of foreign countries. 

Secretary Humpurey. Well, up to date, their loans are all, I believe, 
foreign loans, 

Senator Matons. Yes. 

Now, 35 percent of that money is put up by the United States 
taxpayers. 

Secretary Humpurey. That is correct. That is, 35 percent was 
subscribed by them, and I will get you the list of what was paid in. 
I do not know. 

They do have this right, and they have exercised it and they have 
made a good deal of progress with it: They have the right to sell their 
own obligations, that is, the Bank’s own obligations, and 

Senator Matonr. Who is responsible for what they sell? 

Secretary Humpurey. The Bank is. 

Senator Matonn. But after that. 

Secretary Humpurey. What do you mean? 

Senator Matonz. Suppose they lost the money, 

Secretary Humpurey. Well, they have to sell against their backlog 
of what they have, and they have sold quite a number of issues in 
various parts of the world. When they started out, the first were 
sold here in this country, but they have sold a number of issues in 
various places, and I think they have sold a couple of issues fairly 
recently where there was no American money went into it at all. 

Senator Matone. They sell it for foreign currency? 

Secretary Humpurey. Well, they usually sell for the curreney of 
this country, but I think they sold some in Switzerland, they have 
sold some for good currencies that are perfectly good to use. 

Senator MaLonr. Suppose they lost money, on these debentures or 
bonds—that is what they are, are they not? 

Secretary Humpurey. Yes. 

Senator MALONE (continuing). And they defaulted on them. Who 
would be responsible for them? 

Secretary Humpurey. They would be responsible, their assets. 

Senator MaALone, If their assets were exhausted, there would be 
no one responsible. 

Secretary HumpHrey. What is that? 

Senator Matone. If their assets were exhausted, there would be 
no one responsible. They would be bankrupt. 

Secretary Humpurey. Of course, they would be bankrupt after 
they call in all of their assets, in which would be the full amount of 
their unpaid subscriptions. 

Senator Matone. Plus the $9.5 billion. 

Secretary Humpnrey. That is right. 

Senator Matone. In other words, all we could lose would be the 
35 percent of the $9 billion. 

Secretary Humpurey. We have no legal obligation in excess of that 
amount, 

Senator Matone. And it is a corporation, is it? 
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Secretary Humporey. What? 
Senator MAtone. It is a corporation? 
Secretary Humpurey. Oh, yes. 
Senator Martone. And entirely separate, with a board of directors. 
Secretary Humpurey. Thatisright. I think they have 60 governors. 
Senator Matone. 60, one from each country where the control 


rests? 


Secretary Humpurey. I think so. 


Senator Matonr. We might have the list of directors. 


OF THE UNITED STATES 


Do you 


suppose we could get that from the International Bank itself? 


Secretary Humpurey. They publish all their data. 


bring you their book. 
Senator Matone. It sounds like a very interesting organization to 


handle our money. 


(The information referred to is as follows:) 


Member government 


0 a nae 
Ss cit en nae <enpaidis 
Austria 
Belgium 
III. 5 wialls tates 
PE Se skank cal ocigge lie eesiaalee 
OE, . << ncmas, 
| eo eer es 
I ch teotsatese ntsc nine 
See Ee. dS chatettae 


Colombia 
Costa Rica...........-.... 
Cuba 
Denmark 
Dominican Republic. - -~_- 
Ecuador 
Egypt 








Japan_.. vee. Stk 
Jordan 
i i nininiemaguiocnid 


Luxembourg 
Mexico_- 


y 
2 
or 
a 
s 
5 


Sweden 
Syria_- 
EL beh acces cmaiiel 
Turkey 
Union of South Africa--_-__- 
United Kingdom---...-.-- 
United States -_ - Li 
SSSR TES 
Cc asnnascnuduncien | 
. | es. 





Abdul Malik 


| Henri Liebaert 


Svend Nielsen 


| Fernando Berckemeyer..-...-.....----- 


Governors and alternates, June 30, 1956 


Governor 


Sir Arthur William Fadden-__-_-.-.-........-- 
ee eee re 
Augusto Cuadros Sanchez__...............---- 
I 
ID MR SE andi dconphigusqenatsctes 
Stanley de Zoysa.................. 7 

emer ete a 
4 Ea a 
Luis Angel Arango 
Angel Coronas. - -_-.--- 


ee nb eine 
Luis Ernesto Borja-.-- 7 
Ahmed Zaki Saad....._....-.- diverts dash alee 
EE I bac eacinwen cine <intpinnene -| 
Menasse Lemma.-------- SR esakodus ‘ 

Teen ee ks kes 
TEER ote cece cncccséecescscen 
SE ts Rc ccmba dds | 
Demetrios Chelmis a itainacmigeisien «inion anion 
Gustavo Miron Porras. --......-....---.------ 
Clement Jumelle__.......--.- 
Guillermo Lopez Rodezno-.--- 
Jon Arnason....- gas a 
Chintaman D. Deshmukh..-.__.._------ 
Ong Eng Die 
Ali Asghar Nasser 
Sayid Khalil Kenna 
David Horowitz 
Donato Menichella 
SN) 21... capusbccsccboukanbonen 
Teen oe ewmais 
et ED Med céuhonke se onad AAR eh 
GS NN te dks dana ohetisg ade ceskcsad 
ek kebobewsgunnmnd 
Antonio Carrillo Flores 
J. van de Kieft 
Guillermo Sevilla-Sacasa_--.............-.-- e 
RENE, aie th oh dn nn chpedidddh wath ondéas sé 
Syed Amjad Ali_.__._. Sates abana . 

J.J. Vallarino 
een ee 









Miguel Cuaderno, Sr...............--.......-. 

’. G. Lange-. 
SD Dic CWO dekh cp cbdovdddsatocanbadcd 
Serm Vinicchayakul _-_-...........-.-- alicia’ | 
Nedim Okmen 
Erie Hendrik Lauw........... 22220 -66ssedccci- | 
Harld Macmillan 
George M. Humphrey. ...............--..---- 
Fe Bde eh Se arab ddnttn ewes nncscns | 
Jose Joaquin Gonzalez-Gorrondona, Jr_....---- 
Milentije Popovic.......-.........-.-...-...-- 





Yes, I will 





Alternate 


Abdul Karim Hakimi. 

Sir Roland Wilson. 
Wilhelm Teufenstein. 
Matirice Frere, 

Fernando Pou Munt. 
Prudente de Moraes Neto. 
U Kyaw Nyun. 

A. F. W. Plumptre. 

R. 8. 8. Gunewardene. 
Felipe Herrera. 

Tse-kai Chang. 

Eduardo Arias Robledo. 
Mario Fernandez. 
Joaquin E. Meyer. 

Hakon Jespersen. 

Eudaldo Troncoso Pou. 
Guillermo Perez-Chiriboga. 
Albert Mansour. 

Luis Escalante-Arce. 


Ralf Torngren. 

Pierre Mendes-France. 
Fritz Schaeffer. 

J. 8. Pesmazoglu. 
Gabriel Orellana. 
Christian Aime. 
Rafael Callejas H. 
Vilhjalmur Thor. 
Benegal Rama Rau, 


| Loekman Hakim. 
| Djalaleddin Aghili. 


Mudhaffer Hussien Jamil. 
Martin Rosenbluth. 
Giorgio Cigliana-Piazza. 
Eikichi Araki. 

Yacoub Iwais. 

Young Chan Kim. 

Raja Himadeh. 

Rene Franck. 

Jose Hernandez Delgado. 
A. M. de Jong. 
Alejandro Baca Munoz, 
Carsten Nielsen. 

Vaqar Ahmed. 


Julio C. Kolberg. 
Emilio Foley. 
Emilio Abello. 

A. Lundgren. 
Adnan Farra. 
Puey Ungphakorn. 
Sait Naci Ergin. 


Sir Leslie Rowan. 

Herbert V. Prochnow. 
Roberto Ferber. 

Alejandro J. Huizi-Aguiar. 
Vojin Guzina. 
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Executive directors and alternates and their voting power, June 30, 1956 


| 
Directors Alternates 
Casting the votes of— Votes by| Total 




























rs. | country | votes 
rs. Appointed 
rol 
Andrew N. Overby-------- John 8. Hooker. --.-.-.-.-- United States. _..........- 32, 000 32, 000 
Viscount Harcourt ...-....- David B. Pitblado---._.-.- United Kingdom--_____._-- | 18,250 13, 250 
WN EINES i 3 o. 45. 25 5b5 bb 6b bb wdtn een paebldhd de tee aad Olas) isis 6, 250 6, 250 
Roger og sWackuekuce Maurice Perouse--_---....-. IO crescent id bee ciaieideita ss 5, 500 5, 500 
rou G. BR. Kamat... .........s64 J.B. Bah. ..252s ski saks MG@IO Lo. Lita desl 4, 250 4, 250 
| 
| 
vill Elected 
Luis Machado (Cuba)----- Jorge A. Montealegre | Mexico.................-.- 900 
to (Nicaragua). Cun sO ree eee 600 
| Paes fe... se ees 425 | 
ID, Aili ck cchace~ 355 | 
Velieteelds si 5. 0d se 355 
RINGO BN. .cpemeenscenpwn 270 4,475 
| | Dominican Republic-.---- 270 . 
| Guatemala._-..-.._.......- 270 
= E] Salvador. -.........---- 260 
| Beotideres. ..... 5... 260 
IN. on eka opened 258 
keh ok ctceedenas 252 
Thomas Basyn (Belgium)..| Hans Kloss (Austria).....| Belgium __-.._._.-....--- 2, 500 
| | EE 5c nttltnagenemenee 750 4, 280 
? TRO ws bk noses Lose 680 ’ 
| Luxembourg. ---.....--.-.-.. 350 
Mohammad Shoaib (Pak- | Ali Akbar Khosropur | Pakistan__..............-- 1, 250 
istan), (Tran). Egypt..... wuibibstdadiasateds 783 
- | peels 315 
| NEO Sek ood cwenhi deans | 15 
; i ee 310 4, 090 
Ree. 352. > cb oadakan 295 
eens. 26. bk. is 2S 280 
MEET os nn cnxenaingn en’ 280 
Jorge Mejia-Palacio (Co- | Alfonso Patino-Rosselli | Brazil_...........-...-.-.- 1, 300 
lombia), (Colombia) actus tose b pers adden | 600 
| ieee a 
NI J 3 ha tepstdnctehecke 
WO inc 320 4, 036 
oga. Wee. 55-265 Wad sacks 282 
Haiti____. 270 
Paraguay - - - 264 
P- Lieftinck (Netherlands).} A. Tasic (Yugoslavia) --.~- Netheriands- 3, 000 
Yugoslavia 650 3, 945 
TOR 3 ols co see saints oy 295 
Takeo Yumoto (Japan)....| Boonma Wongswan (Thai-} Japan___.......---...----- 2, 750 
land). Ws otoc bake ce 400 3, 925 
ORION J. 3s sanece deine 400 
: THONG... 256 <-.5., 375 
Soetikno Slamet (Indo- |} Carlo Gragnani! (Italy)..| Italy_..........---..-_-- 2, 050 
nesia). DeMnENDN. sana checcunnse 1,350 3, 900 
i cectc cnpanacasesesa 500 
Jon Arnason (Iceland) - -_-- Torfinn Oftedal (Norway)-.| Sweden-_..--......-------- 1, 250 
| Ri acai ical 930 
nil. Nee way. ad Cui easce 750 3, 820 
Ton mini wanna nen tee 630 
Iceland -. aicecteba 260 
Otto Donner (Germany) H. W. Lueck (Germany) -}| Germany --_.--.------------ 3, 550 3, 550 
L. H. E. Bury (Australia) -- * B. ‘Callaghan (Austral- | Australia.........-...-..-- 2, 250 } 3. 500 
ia). Union of South Africa_-._- 1, 250 4 
Louis Rasminsky (Canada).! J. H. Warren (Canada)..-| Camada_...-..-......-.--- 3, 500 3, 500 
0. 
1 Temporary. 
Nore.—In addition to the executive directors and alternates shown in the foregoing list, the following 
have also served as executive director or alternate since June 30, 1955: 
End of period 
of service 
Executive director: D. Crena de Iongh (Netherlands) --.._-.......--..--..------------ Sept. 30, 1955 
Alternate executive directors: 
mumeuen EX, eee Cecneeh Sernmnneny ooo ea ian c nade oie enone Feb. 15, 1956 
Richard L. Sharp (United Kingdom). .-.--.....-...-----_..-----------.-.---.-----.. Mar. 25, 1956 
ee Ser Oe CI ocd kn icin dhl on sub tb ap pcesscenauzeht~ldegonn -phededeae June 5, 1956 
Sulie EB. Mourvemiste (Penseis) . cise kl ele nee felch eed Mar. 13, 1956 
SOV Rupees" h WUIIIIIINND C0 UI ONND soir of dns = bw ew esate neetiences «oh epee Oct. 31, 1955 
IR ae en, otk Saeco sdk hte eee ete seehee eee Jan. 20, 1956 
aemens Cnnenm (NGCWRID <<5 5 oil Secccs iW... Se Lb edd May 3, 1956 
liar. 
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Senator Martone. Now the International Finance Corporation. 
How did we set. that up? 

Secretary Humpurey. Well, that was set up, that was established, 
to attempt to get, to supplement and assist in getting, private enter- 
prise, including American private enterprise, to invest in and develop 
in foreign countries. The Corporation has just recently engaged in 
business. 

It can make investments as well as loans, It can make secondary 
loans, it can make loans subordinated to other loans. 

And the purpose is to attempt to see what can be done toward 
promoting investment in the world, particularly in those countries 
which are the lesser developed countries. 

Senator Matone. How much money is involved in this? 

Secretary Humpurey. $100 million. 

Senator Matone. Who puts it up? 

Senator Humpurey. We put up 35 percent of it, and the other 
subscribers will put up the rest, whatever it is. 

A hundred million is the total prospective amount. Just how much 
of that is paid in, [ am not sure, but substantially a large part of it is 
already subscribed. 

Senator MALONE. Then we have invested, in all of these institu- 
tions, approximately $6 to $7 billion. There is on call for the Export- 
Import Bank $3 billion—35 percent of $9.1 billion, which would be— 

Secretary Humpurey. $3.175 billion; is it not? 

Senator Matone. $3.175 billion; and $35 million in the Interna- 
tional Finance, what we have invested—— 

Secretary Humparey. We have more than that, because you for- 
got the fund. We also have an investment in the fund. 

Senator Martone. In the International Monetary Fund. 

Secretary HumMpHREY. Yes. 

Senator Matons. How much do we have there? 

Secretary Humpurey. The fund—the quota of these countries is 
for a total of $8,931,500,000. 

Senator Matone. $8.931 billion? 

Secretary HUMPHREY, $8,931,500,000. 

Senator Matonz. Now, that is for the entire fund? 

Secretary Humpnrey. That is the entire fund. 

Senator Matonr. How is it subscribed? 

Secretary HumpHrey. Our quota, the United States quota of that 
is $2.750 billion. 

Senator Matone. Yes. $2.750 billion. 

Secretary Humpurey. That is called for, a quarter in gold and 
three-quarters in currencies or obligations, as called. 

Senator Matone. Does that mean we have put up 25 percent of the 
$2.750 billion in gold? 

Secretary HumpHrey. $687,500,000 is in gold. 

Senator Matone. And the total, then, is $2.750 billion? 

Secretary Humpurey. That is correct. 

Senator Matone. We have paid that in? 

Secretary Humpurey. That is correct. 

Senator Matone. That would mean, then, between 11 and 12 
billion dollars we have invested in these 4 institutions. 

Secretary Humpurey. It would be—that is the limit of our liability. 
We have not that much in them. But—— 
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Senator Matone. You said you had paid in 35 percent of the $9.1 
billion of the International Bank for Development. 

Secretary Humpnrey. No, no. I said that was our obligation. 

Senator MaLone. Yes. 

Secretary Humpnrey. The amounts we paid in, you asked me to 
get for you, and I said I would get the amounts ‘paid in by all the 
countries. 

Senator Matone. I think that is what we had better do. 

I would like to know 

Secretary Humpurey. I gave you the total quota obligations of the 
members, and I said I would get you--— 

Senator Matone. Yes, the total paid in and our total obligation. 

Secretary Humpnrey. You wanted to know how much each coun- 
try had paid, and I said I would have to get you that, up to date. 

‘Senator MALone. Including our own. , 

Secretary Humpnrey. Including our own, yes, cir. 

Senator Martone. Then the 4 institutions, we are liable for between 
11 and 12 billion dollars? 

Secretary Humpurey. Those are the total quotas, that is correct. 

Senator MALONE. Yes. 

That is for international development, generally speaking, all of 
this plan of spreading our own business throughout the world; that is 
what it is for? 

Secretary Humpurey. Well, I think the purposes of the different 
institutions are different, as | explained to you. 1 told you about 

Senator Matone. Yes. 

Secretary Humenurey. I told you about the Ex-Im Bank and about 
the World Bank. And the Monetary Fund, really its purpose is to 
attempt to provide stabilization of currencies throughout the world. 

It is not just in the lending business like the banks are. Its purpose 
is to work with the various countries in the world to attempt to help 
to stabilize currencies and exchanges, and that was all a part of, it 
was all set up under, the Bretton Woods Agreements, and it has been 
carried out under the Bretton Woods Agreements ever since. 

Senator MALONE. I suppose that is what we are giving this cash 
for, starting with the Marshall plan, is it not, and with ECA and 
Mutual Security? 

Secretary Humpnurey. Well, I think these 

Senator Matonr. And now with the four corporations to lend 
money to encourage American investments abroad? 

Secretary Humpurey. These preceded the Marshall plan. 

Senator MALonr. My question is, Have we not given this money 
generally to stabilize foreign currencies and to get them on their feet? 

Secretary Humpurey. It was to help to stabilize and rehabilitate in 
the world, that is correct. 

Senator MaLone. Yes. 

Now, in that connection we have distributed nearly $70 billion in 
cash and groceries throughout the world. 

Secretary Humpurey. That was the original intention. 

Senator Matone. That is about $60, to $70 billion, but this is $12 
billion we are liable for in addition to the $60 or $70 billion we have 





given in cash and goods for which the taxpayers of this country have 
paid. 

Secretary Humrurey. We would be liable for calls up to those 
amounts. 
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Senator Mautons. Yes. 

Secretary HumpHrey. Those are authorized. 

Senator Matonz. In bringing this about, we have had several very 
interesting slogans and ‘“‘catch”’ words that I would like to have your 
opinion on. 

The “dollar shortage’’ a latch phrase invented by England starting 
with the $3% billion and continuing with the Marshall and other 
plans. They called it a loan. That is a very nice way to name 
money. I guess that is as good as any, because we never get repaid, 
anyway, do we? 

Secretary Humpurey. Oh, yes, we have been paid some. I think 
the figures I just gave you on the Ex-Im Bank, we loaned nearly $5 
billion, and we bave already been repaid more than $2% billion of it. 

Senator Martone. I bad in mind that $3% billion to England. We 
gave them more money subsequently than we have ever been paid on 
that loan, have we not? 

Secretary Humpurey. There have been some principal payments 
made on the British loan. They are relatively small. It was origin- 
ally made, whatever it was, 12 years ago, somewhere in there, and 
there was a time when no payments were due except interest, and 
then interest and principal payments were due, and there have been 
principal and interest paym it is a 50-year loan, so the principal 
payments are not very large. 

It isa level-payment plan. The principal component goes up as the 
interest goes down. 

Senator MALone. Yes. 

Generally speaking, we give them more money as we go along than 
they give us in return on any debt; is that not about right? 

See ‘retary HumpHREY. W ell, I do not believe I could say that, 
offhand. 

Senator MALone. I guess there is no doubt about it, because they 
get a good part of the Marshall plan, more, perhaps, than they will 
ever pay on the $3% billion. 

I would like to ask you what this dollar shortage is we talk about. 

Secretary Humpurey. There is no dollar shortage, that I know of, 
today. 

Senator Matone. What is your definition of it? What was il 
when Congress was allegedly making it up? We still are appropriating 
this money for some reason. 

Secretary Humpnrey.’ For a dollar shortage? 

Senator MaLtone. What was that, $2.9 billion? What was the 
amount we just authorized? 

Secretary Humpurey. For what? 

Senator Matone. For foreign nations; mutual security. 

Secretary Humpurey. You mean that which is before the Congress 
at the present time? 

Senator Matone. We just authorized about $3 billion for gifts to 
foreign nations. 

Secretary Humpurey. That is for a variety of things. The largest 
part of it is military. It is for military, the largest part of that is 
military goods. 

Senator Manone. But there was quite a little money involved for 
gifts; was there not? 

Secretary Humpurey. Yes; there was. 
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Senator MALoNe (continuing). To send to these nations? 

Secretary Humpurey. There are several hundred million dollars 
involved. 

Senator Matone. Yes. 

What is that for? 

Secretary Humpurey. Some of that money is spent for goods. 

Senator Matoneg. Some of it is sent in money? 

Secretary Humpurey. That is right. 

Senator Martone. What is it for, if not to make up that dollar 
shortage? 

Secretary Humpurey. Senator, I respectfully request you to get 
these people who run these things. I do not run that. 

Senator Martone. I know that. I asked you about this dollar 
shortage we have talked about here for about 10 years. We talked 
about the British dollar shortage, and these other nations. 

How do you define that? 

Secretary Humpurey. Well, there was an imbalance in payments, 
and they wanted to buy more goods here than they had dollars to 
pay for them. 

Senator Martone. The same way I do, generally. 

Secretary Humpurey. Yes. 

Senator Matone. If I want to buy more goods than I have dollars 
to pay for I have the same trouble. 

Secretary Humpurey. Yes; anybody can get a dollar shortage easy. 

Senator Matone. Is there not another way, however, a second 
way, that a nation can have a dollar shortage, by fixing a price on its 
money and dollars higher than the market price, and is that not 
customary? 

Secretary Humpurey. To do what? I do not understand. 

Senator Matonr. They fix a price in dollars on their currency higher 
than the market price, and naturally have a dollar shortage since no 
one but a misguided Congress will buy it? 

Secretary Humpurey. Well 

Senator Matonr. You know, nearly every nation in the world 
fixes a price on their money in dollars higher than the market price— 
England does that continually. 

Secretary Humpurey. I do not see what you mean. I do not know 
how that would—— 

Senator Matonn. I will explain it. 

They had their pound valued at $4.03 for a long time. 

Secretary Humpurey. Yes, 

Senator Matonr. Traders were buying it in the open market at 
Shanghai at $2.60 when I was there in 1948. So, naturally, it was not 
worth the $4.03 the English placed on it and no one, no international 
bankers or no international exporter or importer, was paying this $4.03. 
They had their agents in the open market in the world centers picking 
it up for what it was actually worth, and spending it in any part of the 
world. The Congress, however, was paying the full $4.03 fixed on 
their currency for trade advantage. 

In September of 1949 England lowered the price of the pound in 
dollars to $2.80. It is not worth $2.80 on the free exchanges of the 
world. 

Do you not remember the dollar shortage slogan? 











504 FINANCIAL CONDITION OF THE UNITED STATES 


Secretary’ Hompnruy, I remember that, but it would be a little 
hard to buy dollars with pounds at official rates. 

Senator Matonr. Well, I should think so. 

But our Congress made up the difference with the Marshall plan, 
ECA and mutual security. That was the dollar shortage. The Con- 
gress was suckered in with the American taxpayers money. The 
Congress would make the so-called dollar shortage up at that rate. 

Secretary Humpurey. We have not done anything like that for the 
last 4 years, that I know of. 

Senator Matonn. We are still doing it of course, through mutual 
security, the recent $3 billion. 

Secretary Humpurey. There has not been any dollar shortage that 
I know of. 

Senator Matonu. You just testified, whether there is a dollar 
shortage or not, we are going to give hundreds of millions of dollars in 
eash to certain foreign nations. 

Secretary Humpnurey. Well now, I do not know just what you 
mean by that. 

Senator Matonsr. We just covered that phase of it. 

Secretary Humporey. You mean the foreign aid bill? 

Senator Matonn. Yes. There will be millions of dollars in cash 
going to foreign nations out of the $3 billion just authorized. 

Secretary Humpurey. There will be some cash. 

Senator MaLonse. What are we doing it for? 

Secretary Humpnurey. There will be goods and services, and there 
will be military supplies. 

Senator Matons. | understand that. Let us confine it to cash. 

Secretary Humpurey. There will be some cash. 

Senator Matonr. Why do we give them cash? 

Secretary Humpurey. What? 

Senator Matong. Why do we give them cash? 

Secretary Humpurey. I do not know. I really do not run that. 

Senator Martone. I do not vote for it because it is hoax on Congress 
and the American taxpayer. [{Laughter.] 

We had another slogan very interesting to me, and that was the 
“Trade, not aid” slogan Mr. Butler initiated about the time we were 
running for office in 1952, I am talking about our national adminis- 
tration. 

Would you have any idea how that worked out, or did you ever 
hear it? 

Secretary Humpurey. Oh, yes, [ heard it, and it was a slogan that 
lasted for a little while, but then I have not heard anything about it 
for 3 years, I guess. 

Senator Matonr. You have heard nothing further because Con- 
gress did exactly as he demanded. We gave them free trade, and 
then continued to give them aid, so it should have been “Trade and 
aid.” The slogan was successful just as the dollar shortage was 
successful for our “star boarder’’ nations. 

The newspapers swallowed the bait and began to harangue Congress 
to extend the Free Trade—1934 Trade Agreements Act—which it did 
in 1955—extended it to June 1958. So 34 competitive foreign 
nations continued to regulate our foreign trade and national currency 
at Geneva. They will continue until June 30, 1958, when Congress 
will, I believe, refuse to extend the act further—and will regain their 
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constitutional responsibility to regulate foreign trade and the national 
economy. 

You do know 34 foreign competitive nations are fixing the duties 
or tariffs at Geneva now, do you not? 

Secretary Humpurey. [ have heard of that meeting. 

Senator Matone. Have you heard it authoritatively? 

Secretary Humpurey. The Treasury has nothing to do with that. 

Senator Matonsz. The Treasury only collects what duties are left, 
after Geneva gets through lowering them; is that it? 

Secretary Humpurey. That is right. 

Senator Matonr. What part of the customs, what part collected 
through the customs, what percentage of our income comes from cus- 
toms, do you know? 

Secretary Humpurey. I can give it to you. It is a relatively small 

art. 
, Senator Matone. It is getting smaller, too, is it not? 

Secretary Humpnrey. No; I would not say that. 

Senator Matone. Getting smaller in proportion to the amount of 
goods imported. 

Secretary Humpurey. Well, over a period of years, it has. But 
recently, I do not know that it has. In fact, I think—about $700 
million. 

Senator MaLone. $700 million? 

Secretary Humpurey. It would be about 1 percent of the revenue, 
or something like that. 

Senator MaLonr. How does that compare to prior years? 

Secretary Humpurey. Well, it is a little up, | think. The nearby 
prior years were somewhat lower. 

Senator Matonre. The imports are up on the lower duties? 

Secretary Humpurey. I think that is right. I think we are—our 
dollars are up and our gross goods are up. 

Senator Matonre. Yes. The cheap labor goods we import in 
competition with our own. 

Well now, to finish this line of questioning on these four organiza- 
tions that are financed by our taxpayers’ money to encourage Ameri- 
can capital to invest abroad. I note we do put up the bulk of the 
money compared to population. You testified that we are doing this 
to expand American investments abroad, is that what we are doing it 
for, and to expand the production of these foreign nations? 

Secretary Humpurey. Well, this was all originally started, I 
oo course, that was long before I was here or had anything to do 
with it. 

Senator Matone. I know. We established a new one while you 
were here. 

Secretary Humpurey. What? 

Senator Matone. We established a new one. 

Secretary Humpurey. The last one was for the purpose of attempt- 
ing to expand foreign investment, private investment, so that it will be 
private money which will go rather than Government money. 

Senator Matonr. The Government corporations are set up to 
encourage American capital to go into foreign nations, is that it? 

Secretary Humpurey. That is right, private money. 

Senator Mauone. In other words, that is what our Government is 
trying to do? 
93683—57——-33 
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Secretary Humpurey. That is right. It is trying to encourage'the 
development of American private enterprise abroad as well as at home. 

Senator Matonsr. Yes. We have established a free-trade policy— 
inflation to price us out of foreign markets and Government corpora- 
tions to encourage American capital to go into foreign nations to 
furnish theirmarket and import goods here. 

Mr. Chairman, we are supposed to be on the floor, are we not? 

(Off the record.) 

The Cuarrman. We will adjourn until 10 o’clock tomorrow morn- 
ing. 

(Whereupon, at 12:05 p. m., the committee recessed, to reconvene 
at 10 a.m., Wednesday, July 10, 1957.) 
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Unrtep States SENATE, 
CoMMITTEE ON FINANCE, 
Washington, D.C. 

The committee met, pursuant to recess, at 10:05 a. m., in room 312, 
Senate Office Building, Senator Harry Flood Byrd (chairman) 
presiding. 

Present: Senators Byrd, Anderson, Gore, Martin, Williams, Flan- 
ders, Malone, Carlson and Bennett. 

Also present: Robert P. Mayo, chief, analysis staff, Debt Division, 
Office of the Secretary of the Treasury; Leland Howard, Assistant 
Director of the Mint; Elizabeth B. Springer, chief clerk; and Samuel 
D. MclIlwain, special counsel. 

The Cuatrman.The committee will come to order. 


STATEMENT OF HON. GEORGE M. HUMPHREY, SECRETARY OF 
THE TREASURY—Resumed 


Secretary Humpnrey. I have, Mr. Chairman, and Senator Malone, 
a lot of these things you asked for, and would you like me to hand 
them in now, or 

Senator Martone. Then, Mr. Secretary, if you would just identify 
the question and the answer as you go along, I think that will be 
satisfactory. 

Secretary Humeurey. That is what I would do, and just identify 
what the things are. 

Senator Matone. Then we could, in a brief or summation in which 
I intend to submit for the record, discuss such data in its proper place. 

Secretary Humrurey. I will just hand these, if I may, to the re- 
porter. 

Senator Martone. As you identify the question for which they are 
submitted. 

Secretary Humpurey. As I identify them. 

You requested on Monday or Tuesday several items. 

The first item, you asked for a table showing the decline in the pur- 
chasing power of the dollar using 1934 as 100 cents, and this table has 
that tabulation in the right-hand column. 

Then it also shows, just for your convenience, the consumer price 
index with 1947 to 1949 as 100, and the 1939 dollar as 100. We put 
those in because we thought it would be convenient, since those other 
things have been referred to. 
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But the column you asked for is the last column on the right. 

The Cuarrman. The table referred to will be inserted in the record 
at the proper place where it was requested (see p. 418). 

Secretary Humpurey. You then asked for a list of the dates on 
which the principal nations went off the gold standard, and here is a 
document showing the period from 1929 on through 1936, listing 
practically all the important countries in the world, and the dates on 
which they went off the gold standard. 

Senator Matonz. Mr. Chairman, these will be made a part of the 
record at the aa point in the record as we proceed ? 

Secretary Humpurey. These are all part of the record, as I under- 
stand it. 

The Cuamman. They will be made a part of the record at the appro- 
priate place where it was requested. (See p. 420.) 

Secretary Humrnurer. That was item 2. Item 3, you asked for a 
statement showing the changes made by Congress in recent budgets 
as the budgets were proposed, and here is a statement, item 3, which 
shows the estimated budget, and then the appropriations, and then 
the difference between the appropriations and the proposals presented. 

The Cuarrman. It will be placed in the record at the proper place 
where it was requested. (See p. 428.) 

Secretary Humrurey. Item 4, you asked for the location of the 
gold balances, where we had them, and item 4 shows the amounts and 
the locations where those amounts are, in six places. 

The Caamman, It will be placed in the record at the proper place 
where it was requested. (See p. 446.) 

Secretary Humrurey. Item 5, you asked for something that we 
have not yet been able to get. It is part of the work of the ICA, and 
we have asked them to supply it for us, and we have not yet received 
it from them. That is the detailed amounts of contributions or pay- 
ments, or whatever they may be called, by this country to foreign 
countries over the entire period, and how much of that was in cash 
and how much was in goods. 

We just have no data in the Treasury to supply that in any way, so 
we have asked the Department which has it to please supply it. 

Senator Matonz. Will they supply it within a reasonable time? 
That part of the Mutual Security fun s devoted to cash payments and 
material, including military ? 

Secretary Humpnrey. Well, we have asked them to do it as soon 
as they can. 

Senator Matrone. I would like to make it a part of the record at the 
proper point, as requested. 

Secretary Humpnurey. We want to make it a part of this record. 

Senator Matoneg. Yes. 

Secretary Humpurey. We have no means of supplying it except 
to ask them. 

The Cuarmman. It will be placed in the record where it was re- 
quested. (See p. 450.) 

Item 6, you asked for the amount of gold sold by the Government 
for industrial purposes, and we have here a statement which shows 
the amount of sales by the Mint for industrial purposes; and their 
estimates, in the right-hand column, of the total consumption of gold 
for that purpose in this country. 
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The Cuarmman. It will be inserted im the record at the proper place 
where it was requested. (See p. 456.) 

Secretary Humpurey. Item 7 is another item we are unable to 
furnish. We have not the data im our own office. We are seeking it 
from the International Monetary Fund, and we will attempt to supply 
it from there. 

You asked for two items of information relative to the relationship 
between foreign citizens and their governments with respect to their 
rights to make transfers of dollar balances to central banks and into 
gold. (See p. 461.) 

Senator Maronr. And then the central bank being able to demand 
the gold from us for dollar balances as in the case of foreign nation 
dollar balances. 

Secretary Humrurey. That is right. 

Senator Marone. Is that the answer that you have in your hand? 

Secretary Humpurey. No; I do not have the answer. We are ask- 
ing for that. We do not have that, and I am asking for that, and 
what the conditions are. 

You see, the regulations in each country are different, and we are 
seeking to get that. 

Of course, at the present time, I think you want to keep in mind 
that under present conditions and at this time, dollars are more de- 
sirable to almost everybody in the world than the currency of their 
own country. 

When a citizen has a dollar balance in this country, goes to his 
central bank and wants that transferred, wants to transfer that dollar 
balance to the central bank, what he gets for it is the currency of his 
own country. So that he winds up owning currency of his own 
country instead of a dollar balance, and the central bank then would 
get the gold. 

There is almost no place in the world today where the citizen of 
a country would rather have the currency of his own country than 
he would the dollar balance, so the citizen of the other country does 
not get our gold, Senator. The citizen of the other country gets a 
balance in the currency of his own country, and he transfers to his 
central bank a right to draw dollars. 

Senator MALonr. Well, now 

Secretary Humpnrey. Then the bank gets the gold. 

Senator Martone. You are aware that in many of these nations, and 
I cannot tell you if there are exceptions, when a citizen of a country 
or even a temporary citizen of the country, meaning, of course, some- 
one there doing business, acquires a dollar, through trade or other- 
wise, he is required within a certain limited time, very short time, 
as a matter of fact, in most cases, to turn that dollar in to the central 
bank of that country, and to take the money of that country in ex- 
change for it at the rate of exchange set by the central bank. 

You are aware of that fact? 

Secretary Humpurey. That is right. But he does not get gold. 
He gets exchange of the country he lives in. 

Senator Matone. That is exactly right. No country pays in gold. 

But Bolivia, for example in Bolivia, and I just mention it—— 

Secretary Humpnurey. That is right. 

Senator Martone (continuing). Because it is an example of South 
American countries, when I was there, I believe it with within 30 days 
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you had to turn in the dollar to the Bolivian central bank and are 
paid in bolivianos. 

Secretary Humepurey. That is right. 

Senator Matone. The bolivianos, the central bank will pay to the 
owner of the dollar was set at the rate of 500 bolivianos for $1. The 
American dollar on the street was then worth 1,700 bolivianos. So, of 
course, they keep two-thirds of the value the first go-round. 

Only the Congress of the United States will not up, that difference 
called in that popular catchword, “dollar shortage.” But, never- 
theless, the citizen of that country, or anyone acquiring a dollar, was 
required to turn in that dollar. The value is continually manipulated 
to take all the traffic will bear. 

It would be very interesting to me, if you know or have any method 
of finding out, how these people, these citizens of these countries, are 
able to acquire dollar balances and not turn them in to the central 
bank of that country, in the first instance. 

Secretary Humpurey. There are some countries—the reason this is 
taking so long and it is difficult to do this is because every country is 
different. 

_ Senator Matonr. I think it is very important that the record show 
it. 

Secretary Humpurey. We will get that. We have asked the In- 
ternational Monetary Fund for this information, and I think we will 
get for you quite a lot of information about it. 

One thing I want to make clear is this: In glancing at the record, it 
looked as though there was an impression that a citizen, somehow or 
other, would turn in his dollar balance and get gold for it. That is 
not the fact, that we know of, any place. 

Senator Matone. I was under no such impression. I have inspected 
every nation in the world during my 11 years in this distinguished 
body—and have written two reports on the Western Hemisphere— 
and am now preparing the same type of report on the Eastern Hemi- 
sphere. If you will review Senate Report 1627, 83d Congress, and 
Senate Document 83, 84th Congress, you will be entirely disillusioned 
and I might say well informed on what is hs appening to the United 
States of America. 

Secretary Humpurey. What the citizen gets in lieu of a dollar 
balance is a balance in the currency of his own country. 

Senator Matonr. The money printed by his own country, and at 
the exchange that the central bank of that nation alone established. 

Secretary Humpnrey. At the exchange set at the time. 

Senator Matone. The rate established by the foreign country al- 
ways favors that nation and short changes the United States. 

Secretary Humpnrey. Whatever it is, and often the official is much 
less desirable than the black market. 

Senator Matone. If you could—you said something about 70,000 
employees down there, there might be 1 of them who could get this 
information for us, and with no particular rush, because this hear- 
ing will consume some time, I assume through the year—add to that 
information the nations which do have a definite law or ruling that 
such dollar must be turned into the central bank within a limited 
time. 

Secretary Humenrey. That require them to turn them in ? 
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Senator Matone (continuing). That require that a dollar, when it 
is acquired by a citizen to be turned into the central bank at a rate of 
exchange fixed by that government. 

The rate fixed never has any relation to the world market rate. 

Secretary Humpurey. We are seeking, Senator, to get you all the 
information there is about the raisin between a citizen and his 
country with respect to dollar balances. 

Senator Martone (continuing.) To be turned in at a certain time, 
and take the money of that country at the exchange set by that coun- 
iry. Our citizens—and I believe most members of the Senate and 
the House are completely isolated from this indispensable informa- 
tion. 

Secretary Humrurey. In many countries, or several countries at 
least, by law they are required to do that. They have no choice. They 
have got to do it. 

Senator Matone. I mentioned that at the start. 

Secretary Humrurey. So we will get you all of the information we 
can. 

Senator Matonz. Yes. That is very good. 

Secretary Humpnrey. But I just want to correct any impression 
there might be, if there should be any, that a citizen could manipulate 
. dollar balance so that he, himself, can get gold. That he does not 

0. 

Senator Martone. My impression is this, with these countries, that 
almost anything can be done by the crowd currently in power in that 
country. 

‘So we would leave it to the imagination as to whether an individual 
with dollar balances was strong enough to get the gold that the gov- 
ernment received. In my opinion, in many cases they can do it. But 
there is no doubt that the individuals can get their dollar balances 
turned into nation dollar balances. wire 7 : 

Secretary Humpurey. By law—the detail will be shown if there is 
any such place. 

Senator Matone. Yes. That information is vital to this hearing. 

As a matter of fact, I think in one of these reports, Senate reports, 
either in Senate Report 1627 of the 83d Congress, or in Senate Docu- 
ment 83 of the 84th Congress which the Interior and Insular Affairs 
Committee made on the Western Hemisphere, I think in most cases 
it is noted there that it is changeable, and we would like to get it 
officially. 

Secretary Humpnrey. They change them frequently. That is an- 
other one of the problems. You do not know from 1 week to the 
next exactly what the rules are going to be. 

Senator Martone. That is true. The central bank in each case, and 
the men who are temporarily in charge of the government, have vast 

owers. That is one of the reasons that the United States always 
oses. 

Secretary Humrurey. That is right. 

Senator Martone. Dictatorial powers. 

In most cases, I found in foreign countries it was not necessary 
for the legislative body to act at all. The present dictator, or what- 
ever he happened to be called, could make these changes in exchange 
value, and in most cases the price set on their money in terms of 
the dollar was so much higher than any actual market value, there 
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was no resemblance. But the Congress accepts it and the differences 
are made up in cash or goods. 

Secretary Humrnurey. That may be. 

Senator Martone. So if you will just take your time, and get that 
information, it will be helpful to have it for the record. The only 
real answer is to return to the metal standard and insist upon value 
for value in money exchanges. That cannot be done through a man- 
aged currency. 

Secretary Humpurey. We will get it. 

(The information referred to was requested at p. 461.) 

Secretary Humrpnrey. Now, item 8. You asked what we were doing, 
in the Income Tax Department, about checking up on foreign ac- 
counts; and, with your permission, I will just read this, it is short. 
(Requested on p. 473.) 

The Internal Revenue Service is constantly seeking out income 
taxable in the United States which is received through numbered or 
other foreign accounts in which the true beneficial interest may not 
be revealed. In the international area, as in all other tax enforcement 
areas, a basic problem facing the Service is to devise effective methods 
for obtaining accurate information as to the taxpayer and the amount 
of his income. 

Three major steps relating to this problem have recently been 
taken. 

One was the inclusion of provisions for exchange of information 
in tax treaties with various countries. 

The second step was the recent establishment of the International 
Operations Division of the Internal Revenue Service, with headquar- 
ters in Washington, and the centralization in that division of primary 
responsibility for the Service’s operations abroad. This division 
now has agents stationed abroad. 

The third significant step was the Treasury’s request last year to 
the Congress for legislation which would make applicable to citizens 
abroad the same filing requirements that are now applicable to resi- 
dents of the United States. Such legislation would not change the 
nonresident citizen’s tax liability, but would require him to render 
an accounting, taxwise, by filing annual returns the same as all other 
citizens. This legislation is now pending before the Committee on 
Ways and Means. 

I had forgotten that when we were talking about it yesterday. 
I had forgotten we had made that request. But that is one of the 
requests we made of the Ways and Means Committee. 

Now item 9. You asked for a statement with respect to silver pur- 
chases. (Requested on p. 477.) Ihave that statement and, with your 
permission, I will read that into the record, or I will present it. How 
would you like it? Would you like it read, or just presented ? 

Senator Maronr. I think if you will just read it into the record. 

Secretary Humpnrey. Read it into the record. 

Recent laws relative to the purchase of silver can be divided into 
several that relate to the purchase of newly mined domestic silver 
and the one that has been applied to the purchase of foreign silver 
and domestic secondary silver. 

Beginning in 1933, newly mined domestic silver was at first pro- 
duced under the presidential proclamation of December 21, 1933. Such 
purchases continued under subsequent proclamations and at various 
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prices until July 6, 1939, when a statute was enacted authorizing the 
purchase of newly mined domestic silver. The present statute under 
which newly mined domestic silver is acquired is the one passed on 
July 31, 1946. These acts make it mandatory that the Director of the 
Mine purchase all silver which he is satisfied is of newly mined 
domestic origin and was produced within the required period of time 
specificed by the acts. 

The present price for newly mined domestic silver, which has been 
in effect since July 31, 1946, is $1.29 plus per ounce, less 30 percent 
deduction for seigniorage, leaving a net return to the depositor of 
9014 cents. 

The act of June 19, 1934, known as the Silver Purchase Act, declared 
it— 
to be the policy of the United States that the proportion of silver to gold in the 
monetary stocks of the United States should be increased, with the ultimate 
objective of having and maintaining, one-fourth of the monetary value of such 
stocks in silver. 

Foreign silver and domestic secondary silver have been purchased 
under this act, which provides that— 
the Secretary of the Treasury is authorized and directed to purchase silver, 
at home or abroad, * * * at such rates, at such times, and upon such terms and 
conditions as he may deem reasonable and most advantageous to the public 
interest. 

2,048,490,530.48 ounces of silver have been purchased under the Sil- 
ver Purchase Act, and 836,315,680.46 ounces of newly mined domestic 
silver 

Senator Martone. How many ounces of silver have been purchased ? 

Secretary Humpurey. 2,048,490,530.48 ounces of silver have been 
purchased under the Silver Purchase Act, and 836,315,680.46 ounces of 
newly mined domestic silver have been purchased through May 31, 
1957. 

Senator Matonp. Is that a part of the 2.048 billion, or is that in ad- 
dition ? 

Secretary Humrurey. That is the total that has been purchased. 

Senator Matonr. The 2,048 billion 

Secretary Humeurey. Would be a part of the other. 

Senator Martone (continuing). Is all of it, and the 836 million is a 
part of it? 

Secretary Humpsrey. The 2 billion plus the 800 million would make 
the total. 

Senator Matone. 2,480 million, plus the—— 

Secretary Humpnrey. It is 2,048 million. 

Senator Matone. Yes. But that 2.048 billion 

Secretary Humpurey. The 2.048 billion is to be added to the 836 
million, if you want to get all the silver that has been purchased. 

Senator Matonr. That is what I wanted the record to show. 

Secretary Humpurey. That is right. 

The ratio of silver to total monetary stocks on April 30, 1957, was 
15.5 percent. 

Senator Matone. What is the ratio that you are supposed to reach ? 
You are eeppoand to buy silver until it reaches a certain ratio. What 
is that ratio! 

Secretary Humpurey. This says the policy of the United States is 
that the proportion of silver to gold in the monetary stocks of the 
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United States should be increased, with the ultimate objective of hav- 
ing and maintaining one-fourth of the monetary value of such stocks 
in silver. 

Senator Matone. That would be 25 percent, or the ratio of 1 to 4, 

Secretary Humpurey. That is right. 

The Treasury now has on hand, June 30. 1957, 1,806,471,668.9 fine 
ounces of silver bullion valued at $2,279,592,675.76 and $229,700,021 in 
silver dollars. 

As of June 30, 1957, there were $2,410,452,981 in silver certificates 
outstanding, all redeemable in silver, and all backed by silver bullion 
and silver dollars. 

Senator Martone. I would ask you, is that value of $2,279,592,675.76 
the value of the silver at $1.29, or the value of it at 9014 cents? 

Secretary Humpurey. Is that after the seigniorage or before it? 
Is that coined value or is it—is that after or before seigniorage? 

Mr. Howarp. The majority of it is at $1.29, only 7 million ounces 
at 72 cents. We have two types of silver. One is silver which has 
been revalued and placed up in the assets section backing silver 
certificates. That is $1.29. 

Then we have, in the general fund of the Treasury what we call 
free silver, silver that is available for coinage of our subsidiary coins, 
for sale to the public, and also to revalue back of silver certificates. 
That is carried at cost value, and that is about 72 cents an ounce, 
and there are about 97 million ounces of it. 

The Cuatrman. Will you identify yourself? 

Mr. Howarp. I am Leland Howard, Assistant Director of the Mint. 

Senator Martone. This silver was purchased, then, before the silver 
law, the Silver Act of 1934? 

Mr. Howarp. The Silver Purchase Act. It is usually referred to 
as the act passed June 19, 1934. 

Senator Martone. Yes. This silver, then, must have been pur- 
chased, much of it, prior to that time. 

Mr. Howarp. No, sir. The figures that we gave you were 2 types, 
1 purchased under that act and 1 purchased under the various proc- 
lamations and the 2 acts covering newly mined domestic silver. 

Senator Matone. What are they, and why could you purchase silver 
under those acts ? 

Secretary Humrurey. Those are the two that I gave you, you see. 

Mr. Howarp. Sir. I did not get that question. 

Senator Matonr. You should know exactly what you are doing 
over at the mint. Under what act or order do you purchase silver 
under the 9014 cents? 

Mr. Howarp. Under the Newly Mined Domestic Silver Act of 
July 31, 1946. 

Senator Matone. What does that say you must do? 

Mr. Howarp. That says that we are to accept silver from the 
miner, It is a mandatory act, if we are satisfied that it was mined 
within—it has to be delivered to us within a year after the month in 
which mined. And if we are satisfied it is newly mined, then we 
purchase it, if it is offered to us. 

Senator Matonr. At what price? 

Mr. Howarp. It is a net return to the depositor of 9014 cents an 
ounce. 
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Actually, the law reads that it will be $1.29 an ounce, which is 
the monetary value of a dollar, a silver dollar, less 30 percent 
seigniorage. 

Senator Matonr. Where does the 72 cents an ounce come in? 

Mr. Howarp. In buying silver, we do not have to revalue except up 
to cost. That means that under the Newly Mined Silver Act, every 
time we buy an ounce of silver, we revalue 0.7 of that ounce at $1.29, 
and we have 0.3 of an ounce down in the free silver at cost value, and 


that is one way it happens. 
Another way that it comes about is, during the war period we lent 
silver from this account, and that is now returning into this account, 


that is lend-lease silver. 

Senator Matonr. Has all that silver been returned ? 

Mr. Howarp. Not all of it. Most of it is in the process of being 
returned. The Dutch have returned 52 million out of the 56 million 
that they got. They will return the other 4 million within the next 


few months. 
The British have returned 88 million, all of theirs. 
The Australians have returned 11 million, all of theirs. 
The Indians are in the process of returning, and have transferred 
title to, the remainder of all they owe, which was 172 million ounces. 
And the Pakistanis have agreed to return what they owe, which was 


53 million ounces. 

Senator Martone. Why do we not, without taking the time now, just 
submit a table showing the status of this loans silver: First, the sale of 
the silver for use by foreign countries, and domestic, also, and the 


status of the return. 
Secretary Humpurey. We will file that. 
Senator Martone. Yes. I think it will save the time of the com- 


mittee, and just to clear the record. 
(The information referred to is as follows:) 


Lend-lease silver transactions (fine ownces), as of June 30, 1957 


! 
| Silver transferred| Silver returned | 
from Treasury and taken into 
| to lend-lease fox Account of | Silver being Silver to be 
account of Treasurer of returned returned 
foreign | United States 
governments 


Australia : 11, 773, 093. 09 11, 773, 093. 09 |...-_-- Naat > ame aad 
Belgium 261, 333. 33 | 261, 333. 33 | ASR. 2’ 
Ethiopia ; 5, 425, 000.00 |__...-- -| iethtensl 
Fiji teat ears 196, 363. 63 | 196, 363. 63 ae 
India Co teach 172, 542, 107. 00 3, 263, 211.01 | 169, 278, 895. 99 | 
. Netherlands | 56, 737,341.25 | 52, 405, 914. 44 | 4, 331, 426. 81 
. Pakistan __- | 58, 457, 797.00 | <5 thes 53, 457, 797. 00 


OF IS ON 


. Saudi Arabia paws : 22, 347, 430. 85 | Bick nl 22, 347, 430. 85 


9. United Kingdom 88, 073,878.21 | 88, 073, 878. 21 | 


Total nan hie cae 410. 814, 344.36 | 155, 973, 793. 71 227, 068, 119. 80 | 27, 772, 430. 85 








Senator Matonr. You value this, then, the $2 billion—the entire 
value of the silver is carried there in the Treasury as what you paid 
for it, not the $1.29—the value when you stamp it into dollars? 

Mr. Howarp. No, sir. The silver back of the silver certificate is the 
same as if it were in a silver dollar. There is approximately 0.77 of 
an ounce of silver back of each silver dollar. There are 37114 grains; 
that is roughly 0.77 of an ounce. 
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When we put bullion back of a silver certificate, we put the same 
amount that we would put in a silver dollar, so the backing of our 
silver certificates consists of silver bullion and silver dollars . 

Senator Martone. So, then, it is valued at $1.29 an ounce? 

Mr. Howarp. It is valued at $1.29. 

Senator Matone. So the point I would make for the record is that 
when you buy it at 72 cents an ounce, or you buy it at 9014 cents an 
ounce, when you stamp it into a silver dollar or stamp it into a silver 
certificate for which silver is deposited, then you value it up to $1.29 
anounce. 

Mr. Howarp. That is correct. 

Senator Martone. The Government makes 3814 cents on each ounce. 

Mr. Howarp. Seigniorage of 30 percent. 

Senator Matone. “Seigniorage” is simply a word to represent the 
difference between the purchase price and the actual price by law? 

Secretary Humeurey. It is the difference between the metal price 
and the monetary price. 

Senator Matong. And the monetary price. The Government makes 
3814 cents on every ounce of silver used for money. 

In other words, when you stamp a silver dollar—and I always carry 
a couple of them 

Seeretary Humrmnery. I have one of them, too. I will match you. 
[ Laughter. | 

Senator Matonr. My whole point is, after all the argument about 
this business, and to keep the record straight, that the price of silver by 
law is $1.29 when it is used for money, just as gold is worth $35 an 
onuce when it is used for money. 

Secretary Humpurey. That is right. 

Senator Matone. Of course, we do not use it for money now. It 
is just a theatrical term as far as American citizens are concerned. 

Secretary Humpnrey. You have got one extra dollar, anyway. 
[They matched dollars and Malone won.| [Laughter.] 

Senator Matong. Isthat right? 

Secretary Humrpnrey. I think so. 

Senator Matone. Do you have something further to present ? 

Secretary Humenrey. Yes, sir. 

Item 10—that was all item 9. 

This is item 10. You asked for United States transactions with 
foreign governments, central banks and international institutions on 
the purchase and sale of gold, and here is the statement which shows 
the purchases and sales of gold. 

The Cuamman. The table will be placed at the proper place in the 
record where it was requested. (See p. 457.) 

Secretary Humpnrey. Item 11, you asked for information on the 
Export-Import Bank, who they were, who their officers were, where 
their offices were, how many people they had, and so forth, and I 
will present to you the report to the Congress, the last report, for 
January and June 1956 of the Export-Import Bank, which has every 
bit of data in it with respect to that. 

And particularly, you asked how many offices they had abroad, 
how many people they had in them; and the answer is, They have 
none. 

As I said the other day, they have some people who travel abroad, 
but that is detailed in here. But they maintain no foreign offices. 
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Senator Mavonr. I think that might be accepted as a part of the 
record, not in the transcript, but just as a part of the record, for the 
committee. 

The Cuairman. Without objection, it will be made a part of the 
committee files. 

Secretary Humpurey. Here is 11-B—that was 11-A. Item 11-B 
also has further data for the fiscal year, their budget and estimates 
for the fiscal year up to 1958. 

The CuHarrmMan. Without objection, it will be made a part of the 
committee files. 

Secretary Humrurey. The next item is item 12, in which you asked 
for a list of the nations which own stock in the International Bank 
for Reconstruction and Development, together with the amounts they 
have actually paid in, and panting the activities of the bank, and 
I would like—it just happened that in the paper this morning, in 
the New York Times this morning, there is an article directly in line 
with what we were talking about yesterday, the testimony yesterday, 
with respect to the source of funds for this bank. 

Senator Martone. That is the International Bank ? 

Secretary Humrurey. This is the International Bank, the World 
Bank. 

Senator Matone. That is interchangeable, World Bank or Inter- 
national Bank, it is interchangeable ¢ 

Secretary Humpnurey. That is it. 

This article is headed : 

“World Bank To Borrow 100 Million in Frankfurt. 

“Largest Loan Outside the United States Is Placed With West 
German House—Debts To Rise Above One Billion.” 

Then the article goes on, and it is relatively short, but it is right 
pat on what you and I were talking about yesterday, and I will just 
read it: 

A West German bank, the Bank Deutscher Laender of Frankfurt-am-Main, 
has agreed to lend $100 million for 1 to 3 years at 444 percent interest. 

Senator Matonr. That is American money we gave the Germans 
and that they are now lending to the International Bank and charg- 
ing 414 percent interest. 

Secretary Humrurey. What is that? 

Senator Martone. That is American money they are lending. 

Secretary Humpurey. I do not know what it is, whether it is dol- 
lars—the German money is good, you know, in exchange today. 

Senator Martone. I know, but that is American dollars. 

Secretary Humrnurey. It would be dollar equivalent; whether it is 
dollars or dollar equivalent, I do not know. [Reading:] 

Four and one-fourth percent interest to the International Bank for Reconstruc- 
tion and Development (World Bank). 

The private placement is the third and largest issue of World Bank dollar 
obligations placed entirely outside the United States. 

Senator Matone. Dollar money—money we have previously given 
them. 

Secretary Humpnurey. It isa dollar obligation. 

Senator Matonr. It is dollar money that the German bank is lend- 
ing to the World Bank. 

Secretary Humpnurey. Yes. [Reading:]} 
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As evidence of its indebtedness the World Bank will issue notes dated July 11, 
1957. Of the total, $40 million will mature in 1 year and $30 million each in 
2 and 3 years. 

Interest will be payable semiannually, with the first payment due January 11, 
1958. Payments of interest and principal will be made at the Federal Reserve 
Bank of New York. 

The transaction is the third sale of World Bank obligations this year. Two 
previous issues were offered publicly through United States investment houses, 
$100 million of 44%4 percent 20-year bonds in January and $100 million of 414 per- 
cent 21-year bonds in April. 

Previous placements outside the United States included $50 million of World 
Bank dollar bonds with investors in 23 countries in September 1954, and a 
$75 million issue of World Bank dollar bonds placed with investors in 22 coun- 
tries in September last year. 

Total outstanding obligations of the bank, giving effect to the new borrowing, 
will amount to about $1,135 million. They will consist of $935 million of United 
States dollar bonds and the equivalent of $200 million of bonds denominated in 
Swiss francs, Canadian dollars, sterling, and Netherland guilders. 

The World Bank was established to provide and facilitate international in- 
vestment for increasing production, raising living standards, and helping bring 
about a better balance in world trade. 

Since it began operations in 1946 it has made more than 166 loans totaling 
$3,006 million, net of cancellations and refundings, in 44 countries and overseas 
territories. 

The 60 member— 


I said yesterday it was 54; these others have been taken in recently— 
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The 60 member countries of the bank are its stockholders, and the money the 
bank lends is provided partly by them. The bank derives additional funds by 
selling its own bonds and other borrowing in the capital markets of the world. 

Senator Maronr. That is very interesting to me. I noticed the 
dispatch this morning. I read it in three different papers. The fact 
that a German bank of West Germany, where we are se nding hundreds 
of millions of dollars, sending hundreds of millions of dollars in cifts 
over a period of years, is now loaning it back to the central bank, 
mostly financed by American t: axpayers, and getting 414 percent inter- 
est on it. It is a very interesting development, and I think our tax- 
payers w ould do well to understand what they are reading that we 
give the money to them as a gift to be loaned back to us at 414 percent 
interest. 

Secretary Humpnrey. Well, of course, we are not doing 

Senator Martone. And then they loan it back to us and get interest 
on it. 

Secretary Humrurey. We are not doing it now. 

Senator Matonr. We were, and I think it is a very interesting de- 
velopment. We have also given foreign nations most of our gold in 
the same manner. I do not want to load you down, because you put 
a good deal of stuff on other people that you think are coming before 
the committee, but if it would not be too much trouble for 1 of your 
70,000 employees, how much money have we given Germany in the 
last 10 years ? 

Seer etary Hv er y. Idonotknow. That, again—— 

Senator Matone. I do not know either, but it has been considerable. 

Secretary Humpnrey. That, I presume, would be in Mr. Hollister’s 
field, that you are talking about. 

Senator Martone. I suppose it would, and we will get it. 

But it has been much more than a hundred million dollars, probably 
that amount multiplied by many times, and now they are loaning 
money back to one of our corporations and getting interest on our 
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money, the taxpayers’ money. ‘Then this corporation is encouraging 
American capital to go into foreign countries, including Germany— 
the Germans are good businessmen, maybe we should hire a few of 
them. 

Secretary Humpurey. You requested a list of the nations that own 
stock in the International Bank, together with the amounts they have 
actually paid. Item 12 is their 1ith annual report and it has full 
information in it as to the-—— 

Senator Manone. I do not care about digging out that full infor- 
mation. Ido not have the time to do it. . 

Secretary Humpnrey. What is the page number? Iam told it is 
page 64. It is listed in detail, and would you just like us to tear out 
page 64? 

Senator Martone. Tear it out and put it in the record. 

The CuatrmMan. Without objection, it will be inserted in the record 
at the place it was requested. (See pp. 495, 496.) 

Secretary Humpurey. Page 64. That is item 12. 

Senator Martone. What is the date of that report, now 

Secretary Humrnrey. That is the 11th annual report, the last that 
wehave. ‘The date is right on here. 

You wanted the Board of Governors, the Governors and their alter- 
nates, pages 73 and 74, the Executive Directors, so those two sheets will 
be submitted. That is the subscribing members, the Governors and 
their alternates, the Executive Directors and their alternates of the 
World Bank. 

Senator Martone. May that be made a part of the record, Mr. 
Chairman ? 

The Cuarrman. Yes. It will be made a part of the record at the 
place requested. (See pp. 498, 499.) 

Senator Matonr. How many Directors are there in this bank? 
This is the World Bank you are talking about? International Bank? 

Secretary Humpnurey. That is right. 

I believe there is a Director—well, I do not know, some of these 
countries have combined. We could add them up here and see. 

Senator Matonr. That are 60 countries, just approximately. 

Secretary Humrnrey. These are the Governors, that is, one for 
each country. 

Senator Martone. Yes, about 60 Governors. 

Secretary Humpurey. Yes. And the Directors here, we can count 
them up. 

How many are there? Sixteen, and they are listed here, showing 
the countries that they represent. 

Senator Matonr. Do we have a Director on the bank? 

Secretary Humpnrey. Yes. 

Senator Matonr. One? 

Secretary Humpurey. We have one Director. 

Senator Matone. Out of 167 

Secretary Humrurey. That is right. 

Senator Martone. Then the point of all this that I wanted to make 
yesterday was that the 16 Directors, of which we are 1, and of 60 
Governors that control the 16 Directors, expend the money of the 


World Bank. 


Secretary Humpurey. You vote in proportion to your interest. 
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Senator Martone. The voting power is in proportion to your in- 
terest ? 

Secretary Humpurey. That is right. 

Senator Martone. In other words, we have one-third of the votes? 

Secretary Humenrey. That is right, whatever the proportion is. 

Senator Matone. As to who we lend money to? 

Secretary Humrnrey. It is proportioned. 

Senator Matonr. Why do we not have more Directors on the Board ? 

Secretary Humrnrey. I do not think there is any occasion to have 
them. 

Senator Manone. Any time they vote, our man votes one-third of 
the votes; is that it ? 

Secretary Humeurry. That is correct. 

Senator Matonr. They have two-thirds of the votes? 

Secretary Humpurey. Various other countries. Nobody has two- 
thirds. 

Senator Martone. Well, the foreign countries. 

Secretary Humenrey. We vote our interest. 

Senator Martone. And it is just like a corporation, if we have so 
many shares—— 

Secretary Humpnurey. That is right. 

Senator Martone (continuing). We have 35 percent of the shares—— 

Secretary Humrnrey. That is right. 

Senator Martone (continuing). And we vote them. 

Secretary Humpnrey. That is right. 

Senator Manone. And they have the remainder of 65 percent. 

Secretary Humpnrey. Whatever their interest is, they vote. 

Senator Maronr. And they vote their shares. 

Secretary Humpnrey. That is right. 

Senator Maronr. So the loans would be made to foreign nations 
in accordance with the majority vote ? 

Secretary Humpnurry. That is right. 

Senator M+tonr. Does that end the list ? 

Secretary Homrnery. No. T have 1 or2 more. 

Now. on item 13, Monday, I think it was Monday, we were discussing 
the authority to buy and sell gold, and at what price, and [ have an 
exhibit here which I will read. 

This is “Authority of the Secretary of the Treasury to change the 
price of gold,” item 13. 

Sections 8 and 9 of the Gold Reserve Act of 1934 authorize the Sec- 
retary of the Treasury—with the approval of the President in case 
of purchases—to purchase and sell gold at such rates and upon such 
terms and conditions as he may deem most advantageous to the public 
interest. 

In 1945, pursuant to the Bretton Woods Avreements Act, Public 
Law 171, 79th Congress, the United States by this act of the Congress 
accented membership in the International Monetary Fund. The 
articles of agreement of the fund provide that each member shall 
communicate to the fund a par value for its currency, which there- 
after mav be changed only as provided in the Articles. The par value 
for the dollar communicated to the fund by the United States was 
the same as the then existing gold value of the dollar. n»melv. 


1554, grains of gold %p» fine, or $35 per fine troy ounce, which had 
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beerestablished by Presidential proclamation of January 31, 1934, 
issued under the authority of section 43, title ILI, of the act.of May 
12, 1933, as amended. Section 5 of the Bretton Woods Agreements 
Act provides that a cha in the par value of the United States 
dollar declared to the fund shall not be proposed or agreed to without 
authorization by Congress by law. 

Article IV, section 2, of the articles of agreement of the Inter- 
national Monetary Fund provides: 

The fund shall prescribe a margin above and below par value for transactions 
in gold by members, and no member shall buy gold at a price above par value 
plus the prescribed margin or sell gold at a price below par value minus the 
prescribed margin. 

The fund has prescribed a margin of 1 percent above and below 
the par value for purchases and sales of gold. Accordingly, the 
United States has an obligation under the articles not to purchase 
yold at more or sell gold at less than $35 plus or minus 1 percent so 
ong as the par value of the dollar declared to the fund remains 
unchanged. 

I think, Mr. Chairman, that completes, with those two exceptions, 
all the things we were asked to furnish; and those, we have asked 
others than ourselves to get, and we will supply them, Senator, just 
the minute we can get them delivered to us. 

Senator Martone. I thank you for that information. 

While we are on the matter of the law with regard to the price 
of gold, does the Secretary of the Treasury or the President have any 
authority to make a change in the gold content of the dollar, or the 
price of “old without action by Congress ¢ 

Secretary Humenrey. I think not. 

Senator Matone. If you will check that and make that a definite 
answer, I will appreciate it. 

Secretary Humrurery. That is what I just stated, right here, so 
long as we are members of the fund. 

Senator Matonr. Well—— 

Secretary Humpurey. Now, if the act—you set a pretty compli- 
cated legal question here, Mr. Senator, and 1 do not know. We might 
have to ask for an opinion of the Attorney General, perhaps. 

But if the act covering our association with the fund were repealed 
by the Congress, then exactly where we would be left, whether that 
would reinstate the Gold Act, the previous Gold Act, or not, [ am 
just not certain. 

Senator Matonr. In other words, it might reinstate the Gold Act. 
It would give the President again the power to change the gold 
content of the dollar. 

Secretary Humrnrey. I think it is a purely hypothetical question, 
because if these acts were repealed, certainly it would be covered in 
the act of repealer, so that 

Senator Martone. I would not have too much confidence in that 
situation. I have been here 11 years, you remember, and Congress 
often passes these so-called emergency acts without thoroughly under- 
standing their far-reaching consequences. 

I would appreciate it very much if you would, if it is necessary, 
submit—there is no rush about this, because this hearing will go on 
for some time—but to make it a part of the record, and ask the 
Attorney General, if you think it is necessary, if you are unable to 

93633—57——34 
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answer it yourself, for an opinion whether or not it would restore 
the power to the President to change the gold content of the dollar or 
raise the price of gold. 

Secretary Humpurey. Now, which are you saying? Are you talk- 
ing about the gold content of the dollar, or are you talking about the 
price at which we can buy and sell gold? Because they are not the 
same thing. 

Senator Martone. They are the same thing as far as the value of the 
gold per ounce is concerned. I am asking you if the repeal of the 
act by which we became members of the international fund—would 
restore the power—and you will pardon me if I get some of the 
designations wrong, but the international fund is what it is called, 
is it not? 

Secretary Humpnurey. That is right. 

Senator Matonr (continuing). If we withdrew from membership 
in the international fund, does that restore the power of the Presi- 
dent to change the gold content of the dollar or change the price of 
gold per ounce? 

Secretary Humpnrey. We will get an opinion for you. 

Senator Matonr. Will you do that, and get it for us at your con- 
venience ? 

Secretary Humpurey. I will get you an opinion. 

(The information referred to is as follows :) 

With regard to the question whether repeal of the act by which the United 
States became a member of the International Monetary Fund would restore the 
power of the President to alter the gold content of the dollar or the power to 
buy gold at a price other than $35 an ounce, the General Counsel of the Treasury 
has advised as follows: 

“The repeal of the Bretton Woods Agreements Act, by which the United States 
became a member of the International Monetary Fund, would not restore the 
power of the President to alter the gold content of the dollar. Under the act 
of June 30, 1941 (Public Law 142, 77th Cong.), this power expired completely 
on June 30, 1943, prior to the enactment of the Bretton Woods Agreements Act. 

“The repeal of the Bretton Woods Agreements Act would fully restore the 
power to buy gold at a price other than $35 an ounce. The Bretton Woods 
Agreements Act affected, but did not repeal, section 8 of the Gold Reserve Act 
of 1934, which provides: ‘With the approval of the President, the Secretary of 
the Treasury may purchase gold in any amounts, at home or abroad, with any 
direct obligations, coin, or currency of the United States, authorized by law, or 
with any funds in the Treasury not otherwise appropriated, at such rates and 
upon such terms and conditions as he may deem most advantageous to the public 
interest; any provision of law relating to the maintenance of parity, or limiting 
the purposes for which any of such obligations, coin, or currency, may be issued, 
or requiring any such obligations to be offered as a popular loan or on a com- 
competitive basis, or to be offered or issued at not less than par, to the contrary 
notwithstanding. * * ** Repeal of the Bretton Woods Agreements Act would 
leave section 8 in full force. The same reasoning would apply to section 9 of 
the Gold Reserve Act, relating to sales of gold.” 


Senator Martone. That ends the requests? 

Secretary Humpnrey. That is right. 

Senator Matone. What are there left? 

Secretary Humpurey. Two items. There is the information which 
has to come from Mr. Hollister’s organization, and the information 
on the Monetary Fund. 

Senator Martone. On the conversion of the private ownership of 
gold to Government ownership, and then—the cash going to foreign 
nations. 
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Secretary Humpurey. We are dependent on others to furnish that, 
and we will et it as soon as we can. 

Senator Matone Yes. 

I note in this table, “Consumer prices and the purchasing power of 
the dollar 1913 to date,” which is a very fine table, and I hope it 
corresponds to other tables we have referred to from time to time, in 
1934 the dollar, assumed to be worth a dollar in purchasing power, 
in 1933 would have been worth $1.034; that at the present time it is 
worth 47.8 cents. 

Secretary Humpurey. You see, that will vary. Your value today 
will vary a few cents, dependent upon which year you pick for 100. 
If you pick one year for the 100 and bring your table down, you come 
to one figure. If you pick another year for 100, you will come to 
another level. 

Senator Matone. We were talking about the 24-, 25-year period 
since we began to tamper with the dollar. I thought it best to have 
that kind of a table. 

The question arose about the estimates the White House sent to 
Congress, and the actual appropriations. 

I note in the 84th Congress, there were $73,208 million plus recom- 
mended, and $73,041 million plus were appropriated. 

And we come down to—go back to the 79th Congress, 1st session, 
$71,175 million plus was recommended; $69,780 million was 
appropriated. 

I have no time to figure out the percentage now, but it is very close; 
the Congress followed the White House very closely. 

Mr. Secretary, I have been disappointed that we are referred to so 
many agencies for the economic policy of the United States. It seems, 
of course, naturally, that we are getting further and further away 
from the Treasury, further and further away from the Congress, in 
the regulation of these matters. 

It may be that it is not fair to expect you to understand the entire 
economic structure of the United States when you are not directly 
charged, apparently, with anything but keeping our bonds sold to 
get enough money to operate the Government. 

Secretary Huwrnurey. To pay the bills. 

Senator Matone (continuing). To finance Congress for their 
splurges in foreign countries and elsewhere. I sympathize with you, 
even in that small amount of authority you have left. 

Secretary Humrpurey. I appreciate that very much. [Laughter.] 

Senator Matonr. You are getting this information as to whether 
or not the private owners of dollar credits can demand gold through 
manipulation through their own government, as the foreign govern- 
ments themselves can demand it 

Secretary Humpnrey. Well now, Senator, I cannot get you that 
information 

Senator Martone. I have not finished. 

Secretary Humpurey (continuing). Because I do not know just 
‘how they manipulate such transfers. 

Senator Martone. I have not quite finished. 

Secretary Humpurey. You assume the laws and regulations can 
be violated by manipulation. Mostly the executive heads have the 
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power. I-can tell you what the requirements of foreign governments 
are. 

Senator Martone. I do not think it would be a violation. I have 
been in all these countries, and I say generally there is a certain group 
of men running the country. The dictator is a figurehead in most 
cases but. has great powers. And when you come to exchanging 
private money for government money, I think it can be done in many 
of them very easily. 

Secretary Humenrey. I can tell you what the official rules are. I 
cannot tell you what they do under the table. 

Senator Manone. I am about to ask you a question, if I may finish 
it: 

Now, in the event they do have ways of transferring the private 
holdings to Government holdings, then the custom is to pay the Gov- 
ernment holdings, and then in that event the whole $16 billion, $16.25 
billion, of credits, both private and foreign government, would fall 
within the custom of demand and payment, would it not? 

Secretary Humpurry. I believe that the dollar balances could be 
transferred to governments or central banks. 

Senator Matone. That is right. And then customarily, it has been 
customary to meet dollar balance in gold payments to that extent? 

Secretary Humpurey. Then to the extent it was used in the ordinar 
course of trade, we would, if we continued our present practice, sell 
gold for those dollar balances. 

Senator Matong. Yes. 

If that is true, whether you actually sent the gold, if you thought 
it was an emergency, you have it in your power, you testified yesterday, 
to refuse payment in gold. 

Secretary Humpurey. We do not need to sell gold. 

Senator Manone. It is customary to meet those balances 

Secretary Humpnrey. In the ordinary course of trade, we would 
do so. 

Senator Martone. But if you judged it was not in the ordinary 
channels of trade, or there was an emergency, then you would refuse 
to sell the gold ? 

Secretary Humpurey. That is right. 

Senator Martone. But in any event, those credits would be there, 
would they not ? 

Secretary Humpnrey. The dollar balances would be there. 

Senator Martone. It has been customary to meet them in any ordi- 
nary circumstances. 

Secretary Humpurey. That is correct. 

Senator Martone. If you did meet them, then, this $16.25 billion, 
and with your $22.4 billion in the various depositories, then would you 
have the 25-percent balance in gold that the law requires we have in the 
Treasury behind the $29 billion of money in circulation ? 

Secretary Humpnrey. Senator, I cannot tell you anything different 
than I told you yesterday and I told you the day before, in answer 
to exactly the same question. 

Senator Matonre. It was not the same question. 

Secretary Humernrey. I cannot conceive of having that amount of 
request for purchase of gold in the ordinary course of trade. By just 
plain arithmetic, if it should occur, and if we did sell, then we would 
have a deficit. If that amount of gold was sold abroad, then by just 
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plain arithmetic you can see for yourself there would be a deficit in 
the monetary supply. 

Senator Martone. In the required amount. 

That is a good answer, and I appreciate it, Mr: Secretary. 

Some of these things may seem very simple to you, but to me and 
others, who are trying to understand it and trying to make a record, it 
is not so simple. 

Secretary Humrurey. I think, to be just fair, that from my point 
of view it isa very misleading assumption. 

Senator Matonr. Well, it may be misleading to you, but to me, if 
you owe the money, whether you pay it or not in a customary method, 
and if you did refuse to pay it—there have been countries in many 
eases, and practically all the countries do refuse to pay it, but when 
they do refuse their currency is not worth anything or much less, on 
the market. 

Secretary Humpurey. Well, that is not true, I do not think. There 
is a lot of currency where there have been restrictions at one time or 
another——- 

Senator Matonr. I would like to have you explain that, if it is not 
true. 

Secretary Humpnrey. There are many countries where there have 
been restrictions of one kind and another, and where there are today 
restrictions of one kind or another. In fact» there are many countries 
or, have restrictions of some kind, and their currency is not worth- 
Senator Martone. Yes, they have done that but, of course, their cur- 
rency is not worth anything on the world market—or a lot less than 
face value, when you come right down to it. 

There are only two ways, are there not—I would like to ask you 
this question—that there can be fair exchange between countries, and 
that would be either on a metal standard where the money you give 
them in exchange for their money represents the same number of 
_o of gold or ounces of silver, or when you buy their money you 

uy it at the world market price at the world market value? Are 
those not the only two ways in which you can get a fair exchange, fair 
to the United States of America? 

Secretary Humpnrey. What you are trying to do is to exchange 
goods and services. 

Senator Maronr. Of like value. 

Secretary Humrnurey. That is right. And what you are trying to 
do is to have a simple and easy medium of exchange for goods and 
services. 

Now, the more that medium fluctuates in value, the more difficult 
it becomes to exchange the goods and services. The more stable that 
medium of exchange is, the more the exchange of goods and services 
is facilitated. But you can do it either way. 

Senator Matone. But you have to have, in order to have a fair ex- 
change—and that was what money between nations always amounted 
to when they were on the gold standard, or on some standard that peo- 
ple understood—that if you exchange a dollar for a pound note, a 
number of dollars that represented a pound note, in the old days before 
you went off the gold standard you got the same number of grains of 

old or the same ounces of silver in each case. In other words, you 
did not lose or gain. 
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Secretary Humpnurey. That is right, with respect to the value in 
gold, the value in gold as compared to the value in goods and services, 

Senator Martone. That is right. 

Secretary Humpnrey. But the value of gold itself could change 
with respect to the value of goods and services. 

Senator Matong. Through inflation. You must be entirely familiar 
with the way we are trading now. You set a certain method, a certain 
tariff or a certain duty, or you set a certain condition on trade, and 
immediately a foreign nation you are trading with changes the value 
of their currency in terms of the dollar, and upsets the whole thing, 
do they not? 

Secretary Humpnurey. Well, you have to adjust for it. 

Senator Martone. But you do not adjust for it. That is what I am 
trying to tell you. We do not adjust for it. 

What we do is to take their money at what they say it is worth, 
and then Congress makes up the difference, and they call that a dollar 
shortage. 

You never had any idea that $4.03 represented the value of the 
British pound for several years before they changed it to $2.80, did 
you? 

Secretary Humpnrey. Well, in the market place, Senator, in the 
exchange of goods and services, the prices of goods and services adjust 
pretty rapidly in changes to the value of the currencies. 

Senator Martone. But if we insisted on it, and insisted on a fair 
trade of currencies on the metal standard of other world market prices 
of currencies we could get a fair trade. But we have not. been doing 
that for about 20 years. In other words, when the $4.03 in 1948 was 
fixed on the pound—it was still the price of the British pound, I 
walked up to a Shanghai bank and paid $2.60 for the pound. 

The way you did it, you took a dollar and got the $6 plus in Hong 
Kong dollars, and then you went down to another window and paid 
$6 in Hong Kong money for a British pound which amounted to 
$2.60, and got the pound, and you could spend it any place in the 
world, because it was a free market. 

T said that on the Senate floor when I came back. Nobody paid 
any attention to it, and I guess they do not yet. So it is not worth 
$2.80 now. You can buy it at Shanghai under the $2.80 notably 
about $2.25 and spend it any place in the world, and you can take all 
other nations’ money and do the same thing. 

So the United States of America are still picking up the check— 
charging it up to our taxpayers. 

I do not want to launch into this thing, but I am going to read you 
something here which may be very interesting to you, and if you 
have a fault to find with it, I would like very much if you would tell 
me about it. 

This is from Senate Document 83, 84th Congress, published July 
28, 1955, by the Senate of the United States, under Senate Resolution 
271, and there is a statement here on page 11: 

After several:centuries of complete realization by nations and international 
traders that money exchange and international trade must be based upon the 
gold or silver content or the free exchange market value of the nations’ cur- 
rencies—but in 1931 the world embarked upon a financial false-front campaign 
through the simple expedient of destroying the only common standards of value 


that money ever had—gold and silver. We followed England off the hard money 
standard in 1934. 
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Within a nation, money or the medium of internal exchange is worth what- 
ever that nation stamps upon the paper or metal. The price level of its goods 
will reflect relative domestic value. 

That is exactly what you said. You said if the dollar was worth 
twice as much as it is, the goods would go up a hundred percent. That 
is just about what would happen. 

However, whenever that nation, or a citizen thereof, offers such money to 
another nation, or a citizen of another nation.in exchange for goods or the money 
of that other nation—it is necessary to offer value for value, either in gold 
or silver content, or the free and uncontrolled exchange markets of the world. 

Do you agree with that? 

Secretary Humpurey. I think your goods have got to be priced 
to meet the competition wherever they are sold. 

Senator Martone. Well, that is another subject entirely. If you 
are going to exchange money you must get whatever represents the 
same number of grains of gold or ounces of silver in exchange or you 
are shortchanged. 

Secretary Humpnurey. Well, I know, but 

Senator Matone. If you are going to exchange money, it must be 
on a value basis. 

Secretary Humpnurey. You exchange money for the purpose of 
moving goods and services, that is all. And you readjust your prices 
on your goods and services to fit, if you get disparities in your money. 

Senator Matonr. You are exactly right in that statement. But it 
has nothing to do with what I am asking. 

What I am saying to you is, if you are going to exchange one money 
for another, if you are going to exchange our money for bilivianos, 
then you either have to take it at the market value, 1,700 at the time 
I was there, not 500 that they said it was worth, or the paper they 
gave you would have to represent the gold and silver value as our 
money we exchanged. 

Secretary Humpurey. You have to agree on some value at which 
you will trade, or you do not trade. There is no more difference in 
trading money than there is in trading horses. 

Senator Martone. I disagree with you, because we trade with them 
on their basis, which means a profit to them. 

Secretary Humrurey. Well, you can trade with me on a horse on 
my basis if you want to, but that is up to you as to whether you do 
1t or not. 

Senator Matonr. We do not have the horse sense evidently to de- 
mand that kind of a trade. We lose on every trade, because we lose 
on the value of their currency. We make up the balance and call it 
a “dollar shortage.” 

Then to continue: 


When any nation then arbitrarily fixes the value of its money in American 
dollars higher than the world-exchange free market value, or the gold or silver 
content, no nation or trader will pay the fictitious value so there immediately 
develops what London bankers were quick to term a “dollar shortage,” to cover 
the false-front value of their currency. 

This “dollar shortage” obtains unless and until either an outside source such 
as the American taxpayer makes up the difference, or the fixed value is ignored 
and the relative value on the world-exchange free market is adopted. 

The United States has been drawn into a maze of world organizations all 
persuasive to making up that difference in the real and false values of foreign 
currencies through the World Bank, the Export-Import Bank, the International 
Cooperation Administration, or through direct appropriations by the Congress. 
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And, Mr. Chairman, without reading this, I will just ask that the 
remainder of it be inserted in the record. It is very short. 

The Cuarrman. Will the Senator identify the document? 

Senator Martone. Senate Document 83, 84th Congress, under Sen- 
ate Resolution 271. 

The Cuarrman. Is it signed, and, if so, by whom? 

Senator Martone. It is a Senate document, and it was prepared 
by the Senate Interior and Insular Affairs Committee. 

The CHarmman. Did the members of the committee sign the 
report ? 

Senator Martone. The members of the subcommittee signed the re- 
port and presented it to the committee which presented it to the Senate 
in accordance with Senate Resolution 271, and it was printed as a 
Senate document. 

The Cuatrman. Who was on the subcommittee ? 

Senator Matonr. The subcommittee was made up of seven members. 
Senator Murray is the chairman of the committee at this time. There 
were seven members, I am sure. 

The Cuarrman. Itis a report, then, of the subcommittee ? 

Senator Martone: Yes, to the committee; which was presented to the 
Senate and published under Senate Resolution 271. 

The Cuarmman. My questions were for the purpose of the record. 

Senator Martone. That is right. I would just like to have it made 
a part of the record. 

(The material referred to is as follows :) 

Boiled down this is international socialism at its worst—an averaging and 
leveling of the standards of living of the world through a division of our wealth. 

Our living standard being the highest in the world, there is no place for us to 
go, under this share-and-share-alike system, but down. 


This desire on the part of the rest of the world is natural. This desire on our 
part is incredibly stupid. 


FREE TRADE AND DISHONEST CURRENCY 


Our Nation cannot long survive this free-trade and dishonest-currency method 
of the division of its wealth with the nations of the world. 

The objective of many well-meaning people going along with these policies is 
impractically idealistic—free immigration and one-world citizenship, with world 
peace at the end of the rainbow. 

Unfortunately a continuation of these policies can well result in the wrecking 
of the economic system of the United States, the only Nation that can spearhead 
the defense of the Western Hemisphere. 

Senator Martone. Upon reading the record this morning, I thought 
another question would be necessary, but in answer to my question 
yesterday you said that you would continue the same type of cur- 
rency, the managed currency, and would not change it if you had the 
right. I think I asked you that question. 

_ The Cuarrman. You did not request that the entire report be printed 
in the record ; only that part the Senator read ? 

Senator Martone. Just the remainder of that statement. 

The Coamman. Without objection. 

Senator Martone. Will you read what I just said there? 

The Cuatrman. I beg woe “an 

(The question was read by the reporter.) 

Senator Matonge. You modified that statement, “until there was a 
more settled economic situation throughout the world-” 
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Secretary Humpurey. In a greater stabilization, I think. 

Senator Matone. Yes; I think that was it. 

Secretary Humpurey. I certainly would not do it today. 

Senator Matonr. Then I want to ask one further question: Provid- 
ing this more stable situation occurred sometime in the future, then 
would you have an idea of establishing a metal base or a gold standard, 
commonly called, for the money, and returning to it? 

Secretary Humpurey. It is pretty hard to judge just what condi- 
tions can develop in the world, with the great changes that have taken 
place. If it could be done, if conditions should get to a place where it 
could be done and it could be quite generally done, I think it might be 
desirable to do so. 

I think it might help to be a stabilizing influence. 

Senator Matone. You would want it generally adopted by the other 
nations at the same time? Is there any other method that could be 
used, except to juggle our money right along with theirs, that would 
tend to stabilize the currency, except the metal standard ? 

Secretary Humpnrey. Well, I do not think necessarily that we have 
to juggle our money along with others. I think the greater ee 
we can develop for our own money, the better the whole world woul 
be, including ourselves. 

Senator Matonz. But until there was a more settled condition in 
the world, if I understand what you are saying, you want the authority 
to do just what you are doing, that is, you fix the interest rate to fit 
the market and the Federal Reserve Board continues to judge the 
amount of currency in circulation and to regulate the stock market 
margins. 

Secretary Humpurey. I think we are better off to handle our affairs 
as we are now doing, than in any way I know of. If I knew of a bet- 
ter way, I would suggest it. 

Senator Matong. I knew you would. That is the reason I asked 

ou. 
: Secretary Humpurey. That is right. 

Senator Martone. In other words, we must manage our currency 
and manipulate the amount in circulation in accordance with the 
judgment of the Federal Reserve Board, and handle it, manage it, a 
managed currency, until this stable condition occurs throughout the 
world, or enough of it so that you think you could go back to a 
stable currency ? 

Secretary Humpurey. I think we are better off as we are than in 
any way I can think of at the present time; yes, sir. 

Senator Martone. There have been certain times over the years, have 
there not, that nations have gone back to a gold standard without de- 
pending on any other nations? 

Secretary Humpurey. Yes; I think so. 

Senator Matonn. I was very much interested in your answers yes- 
terday, because I know each answer you make comes from the inside 
out. Icredit you with that integrity. 

Secretary Humpurey. That is right. 

Senator Matonr. And therefore, I looked up some of the exceptions. 

England adopted the gold standard in 1816. They reached a full 
gold standard in 1821, without waiting for other nations to join in the 
enterprise. 
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I suppose maybe you have looked over the history of some of these 
monetary manipulations. You have been in there 5 years now. You 
know about that. j 

Secretary Humpurey. No; I donot. I did not know about it. 

Senator Matonr. We returned to the redemption in 1879, without 

waiting for any other nations to make their money redeemable. 

Secretary Houmpurey. That is right. 

Senator Matonz. You know that? 

Secretary Humpnurey. Yes; I do. 

Senator Matonr. We adopted the gold standard legally in 1900, 
without any attention paid to the other m: ijor nations, whether they 
were on the gold standard or not. You are familiar with that; are 
you not? 

Secretary Humpurey. Yes. 

Senator Matonr. Then I did not quite get the connection as to 
why we had to wait on other nations which have been known through- 
out history to manipulate their currency or to go on or off the gold 
standard, or whatever they might happen to be on, whatever was of 
immediate advantage to them. 

I respect your answer, but I still question the procedure. 

And then I come to the Federal Reserve. We will wait, as you sug- 
gest, to ask certain questions of them, but I suppose that when we 
created the Federal Reserve, in 1913, from there on the United States 
Secretaries of the Treasury have not taken any responsibility except 
what you have rightfully accredited to them, but it seems that a mem- 
ber of the Cabinet who is charged with the economic policy, or must 
be a part of it, or at least always has been, would understand what 
was happening in all departments that affected the economic structure 
of the country, and do their best to answer the questions. 

That, of course, is entirely up to you, and I am just giving you one 
more chance here so that there would not be any question about it. 

You think we had better just wait for all these other questions until 
we get the Federal Reserve Board here. 

Secretary Hvumenrey. I think that is right, Senator. I think, so 
far as the technical operation of the Federal Reserve Board and their 
responsibility is concerned, you would save a lot of time and it would 
be better to get it from them. 

Senator Martone. Time, of course, is important, but I think we are 
going to have plenty of it here this summer, from the way the debate 
(civil rights) looks on the floor now. 

I did want to know, however, and I did want to ask you the ques- 
tion one more time: The Federal Reserve Board does determine the 
amount of money in circulation ? 

Secretary Humpurey. The amount of currency in circulation? 

Senator Maronn. Yes. 

Secretary Humpnrey. They can regulate it, yes, by their opera- 
tions. 

Senator Matone. Do you know the latitude they have? 

Secretary Humpurey. No, I do not. 

Senator Martone. And you do not know the policy or the principle 
upon which they determine the amount of money, currency, that 
should be in circulation ? 

Secretary Humpnurey. I think it is better to get their operations 
from them. 
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Senator Martone. I am very much interested in your personal reac- 
tion to some of these things, and I will ask you again, and I want you 
to know that much of this is for my own information, and to build a 
record so that men who have not spent their lives in this particular 
category could have some idea of what is going on. 

Do you have an idea that a currency redeemable in gold would pro- 
vide the people of the Nation with a means of protecting their sav- 
ings against a government that might, = a certain period, go 
oft the beam by appropriating more money than they could collect 
or more than they shout and scattering it throughout the world, for 
—— in a central banking system? Do you think that would pro- 
tect the savings of the country a little better than the method we are 
using now ? 

Secretary Humpnrey. I think it would all depend upon conditions. 
I do not think it would under present conditions. 

Senator Martone. Well, we seem to have preserved it, with these 
central banks of other nations, and that means for foreign people, 
we have kept the promise with them, as you have testified, under any 
normal conditions, they can get the gold for a dollar balance secured 
through cash gifts, the same kind of a dollar for which our people 
are refused gold. 

That is true; is it not? 

Secretary Humpnurey. Well, I think I would just like to say once 
more, I have said it many times, I do not know just how a forei 
individual buys our gold. We do not sell gold to foreign individuals. 

Senator Matone. You sell the gold to the nations for dollar 
balances ¢ 

Secretary Humpurey. There may have been ways you found to do 
it when you were over there that I do not know about, or that are 
available. But our gold transactions take place with foreign countries 
and central banks in ordinary trade relationships. 

Senator Matonr. Well, you do sell gold for industrial purposes to 
foreigners, do you not ¢ 

rs Humpnrey. Yes, but that is not what we are talking 
about. 

Senator Matone. Is it a different kind of gold? 

Secretary Humpurey. Oh,no. It is for different purposes. 

Senator Martone. Do you follow through to see if they use it for 
industrial purposes in foreign nations? 

Secretary Humpurey. I think it has reasonable surveillance, yes. 

Senator Matone. But you do sell gold to the foreign nations them- 
selves? 

Secretary Humrurey. We do. 

Senator Matonr. Who, in turn, can sell it to anyone? 

Secretary Humenrey. In the ordinary course of trade. 

You do sell it to foreign governments, and know not what they do 
with it; is that right? 

Secretary Humpnrey. When we sell industrial gold ? 

Senator Martone. No; for any purpose. 

Secretary Humpurey. We sell industrial gold for industrial use. 

Senator Matonr. When you sell gold to a foreign government, do 
you oe what they do with it? Do you have any idea what they do 
with it 
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Secretary Humpureyr. When we sell gold to a foreign government ? 
Senator Manone. Of course you do not. 
Secretary Humpurey. You asked about industrial gold and I told 

you we tried to keep a reasonable surveillance to see that industrial 
gold was used for industrial purposes. 

Senator Matone. A different question entirely. It has no relation 
to industrial gold, and I asked you whether you had any idea what a 
foreign government does with the gold when you sell it to them. 

Secretary Humpurry. No. I said when we sell gold to a foreign 
government, it is their gold. 

Senator Matone. Thatisright. They can sell it for $70 an ounce. 

Secretary Humpnrey. That is right. 

Senator Ma.one. Or they can sell it to another individual or an- 
other government, or whatever they want to do with it. 

Secretary Humenrey. It belongs to them. 

Senator Matone. I do not remember that. you said that before in 
the record. 

Secretary Humpurey. Well, I have said it now; and if you asked 
me before, I said it then. 

I would like to ask you if you know or have methods of determining 
how foreign investments are handled in this country through compli- 
cated organizations with headquarters in other countries, with money 
invested, dollars invested, in this Nation? Do you know whether 
there is any way of avoiding a tax on property or earnings that are 
earned by a foreign corporation in this Nation, invested through 
Switzerland or through Liberia or other nations? 

Secretary Humpurey. I would not, of course, undertake to say 
that nobody ever violated the tax laws. We do try in such ways as we 
can to see that. people who owe money, who owe Federal taxes in this 
country, pay them 

Senator Martone. Yes. But suppose it comes from a foreign coun- 
try—ownership unidentified. 

Secretary Humpnrey (continuing). Wherever they are located, and 
I read you this morning a proposal that we had made for an act of 
Congress which we thought might be helpful in helping us to accom- 
plish that. 

Senator Matone. If there is an organization in Liberia or Nassau 
or in Canada or in Greece or in any other nation, and their headquar- 
ters are there, and they invest money here in institutions, the owner- 
ship designated by number, do they pay the regular taxes? Is there 
any method by which they can be avoided, that you know of? 

Secretary Humpnrey. There is not any method that they can avoid 
it that I know of. If there were, I would try to catch it. I would be 
proposing a change of the law to Congress to permit us to catch them. 

Senator Martone. I am talking legally, of course. 

For instance, we read of ships being purchased and run under 
another flag based in another nation, purchased by people who are in 
this country or by some people who are not residents of this country, 
and then they hire crews, cheaper labor crews, and pay no taxes. 

Is there any legal method that you know of that this money can be 
invested in this country, foreign money but it is dollars, as we have 
discussed this morning, and not pay taxes? 

Secretary Humpurey. If it is invested in income-producing prop- 
erties here in this country-—— 
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Senator Matong. Yes. Property or stocks. 

Secretary Humpnrey (continuing). There isn’t any way I know 
of; no. I would think we could collect the tax from the income 
producer here. 

Senator Matone. And there is no way you know of for a business 
in Canada, with headquarters in Canada, with money invested here, 
whether it be in any business or stocks, whether it be in the liquor 
business or otherwise, where they pay the taxes in Canada and do not 

the taxes here ? 

Secretary Martone. You mean if they had ineome-producing prop- 
erty in this country / 

ator Martone. Yes. Property in this country under maybe a 
foreign corporation. 

Secretary Humrnrry. I think the income-producing property in 
this country would have to pay the tax. 

Senator Neaaaten Now, the customs and duties are collected by your 
office. 

Secretary Humeurey. That is right. 

Senator Matonr. And you carry out and put into effect any duties 
or tariffs or any regulation of trade in that regard ¢ 

Secretary Humpurey. We try to comply with whatever the laws 
are. 

Senator Matonre. The Tariff Commission is a part of your organ- 
ization / 

Secretary Humpnrey. The what? 

Senator Martone. The Tariff Commission is a part of your organ- 
ization ? 

Secretary Humpurey. Oh, no. We have nothing whatever to do 
with the Tariff Commission. 

Senator Martone. Just the collection of customs? 

Secretary Humrirey. That is all. We just collect the customs that 
are charged. 

Senator Matonr. For a good many years, about 145 years, we had 
established a method of regulating trade and the national economy, 
as the Constitution directs which provides a duty or tariff under ar- 
ticle 1, section 8, to regulate our foreign trade through levying duties 
or tariffs, did we not? 

Secretary Humrnrey. That used to be our principal source of 
revenue. 

Senator Martone .That did not last very long; did it? That was in 
the early stage. 

Secretary Humrurey. That went quite a while. 

Senator Matonr. About when did we get away from depending on 
the duties for revenue ? 

Secretary Humrurey. Well, various duties and excise taxes were 
our principal source of revenue until we got an income tax, and that 
was 1913. 

Senator Martone. The principal source. 

Secretary Humpnrey. That was the only place we could get any 
morey. Until, you see, we had an income tax, excises and customs 
were about all we had. 

Here it is, from 1789 on. 

Senator Maronr. For a while, we did levy duties and tariffs for 
revenue but not for revenue only. The duty or tariff always acted 
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as an evener of foreign and domestic wages—and the cost of doing 
business here and in competing countries for another purpose, did 
we not ? 

Secretary Humpurey. Well, until—the only source of revenue the 
country had until 1913 were excises and duties, and things of that 
kind. 

Senator Matone. The duty or tariff acted as a computation for 
revenue and protection until 1934, when we did change it entirely, 
did we not, in the matter of protection of our workingman and inves- 
tors in their jobs and investments. 

Through the 1934 Trade Agreements Act Congress stopped the 
adjustment of the duties or tariffs for the purpose of making up the 
difference in wages and the cost of doing business here, and in the 
chief competitive nation on each product and transferred that con- 
stitutional responsibility of Congress to the Executive (the Presi- 
dent) with full authority to transfer that responsibility to Geneva, 
Switzerland, where it now resides. 

Secretary Humpnrey. It was in 1934, the reciprocal trade 

Senator Matonr. In 1934, we passed an act which transferred the 
constitutional responsibility of Congress to regulate foreign trade 
and the national economy, to the President, with authority to transfer 
it any place that he might choose, under the auspices of any organiza- 
tion he might set up. 

Secretary Humpurey. I believe that was the date. 

Senator Matonr. Yes. 

Now, in 1947, the President of the United States transferred that 
authority to Geneva under the auspices of the General Agreement on 
Tariffs and Trade. 

Secretary Humpurey. Well, I do not know that I can say that, 
but 

Senator Martone. Well, it is there now, under 34 nations, under the 
General Agreement on Tariffs and Trade, and they are now system- 
atically reducing our tariffs and duties under multilateral agreements 
in accordance with an act of Congress; is that not right? 

Secretary Humpurey. Well, again, Mr. Senator, you are asking me 
questions that I think I am not qualified to answer. 

Senator Martone. You are just charged with collecting the duties or 
tariffs? 

Secretary Humpnrey. I am not concerned with the making of the 
tariffs. I am concerned with collecting the money. 

Senator Matongz. With the collections of customs. 

You are concerned, you were concerned with the bill sent up here 
last year by the White House which lowered the duties or tariffs 
through the simple expedient of changing classifications. 

Secretary Humpnurey. The bill last year, I am very concerned with, 
because that was customs simplification, to try to help us in our 
collection. 

Senator Martone. That is what they called it. A simplication of 
customs laws, but the resulting changes in the classifications were : 
general lowering of certain duties or tariffs. 

Secretary Humpnrey. I am asking to see just what our experience 
on that is. 

Senator Martone. Yes; I would like for you to get that information, 
if you would. 
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Secretary Humpurey. Yes. I told you the other day I would get 
that. I will get a little record of our experience so far as we can 
judge it. 

(The information referred to follows :) 


TREASURY'S EXPERIENCE UNDER THE CUSTOMS SIMPLIFICATION ACT 


The most important provision of the Customs Simplification Act of 1956 
(Public Law 927, 84th Cong., 2d sess.) is section 2, relating to the valuation 
of imported merchandise subject to ad valorem duties. This section provides 
that articles valued under existing law at foreign or export value, whichever 
is higher, shall be valued, under the Simplification Act, solely on the basis of 
export value and makes other lesser changes in valuation methods. An ex- 
ception to the application of the new standards is made for those imported 
articles which the Secreary of the Treasury finds would sustain an average 
decrease in valuation of 5 percent or more under the new valuation provisions 
when compared with their treatment under existing law. The new provisions 
of this section do not become effective until the Secretary of the Treasury has 
published the final list of his findings on such items as provided for in section 
6 (a) of the act. 

Since the passage of this legislation the Treasury Department and its Bureau 
of Customs have been preparing with great care the preliminary list of im- 
ported articles which would sustain such decreases in valuation. It is antic- 
ipated that this preliminary list will be ready for publication in the near future. 

Pursuant to the act, the preliminary list must be published first, followed 
by a 60-day period during which suggestions may be made by interested parties 
for additions to the list. Thereafter, the final list will be published and section 
2 of the act will become effective. Since the new valuation procedures pro- 
vided in section 2 have not been put into effect, the Treasury Department has 
had no experience under them. 

Other provisions of the Customs Simplification Act of 1956, of lesser impor- 
tance, have gone into effect and are operating very satisfactorily. 


Senator Marong. Mr. Chairman, without pursuing that any further, 
I will have something to say about it in the summation for the record, 
if it meets with your approval. 

Your answer to the question that you would not change our system 
of managed currency, I think is understood well in the record now. 
But I would like to read to you a resolution passed by our own Re- 
publican State Central Committee in the State of Nevada on the 
matter of the regulation of our foreign trade and national economy in 
Geneva, Switzerland, under the auspices of the General Agreement 
on Tariffs and Trade (GATT) by authority of the 1934 Trade Agree- 
ments Act. 

It says: 


The Republican Party of the State of Nevada strongly advocates the return 
to constitutional government by adopting the following principles which have 
been the basic tenets of the Republican Party since its inception more than a 
hundred years ago. 

We believe the Republican Party must advocate a free market for gold, with 
removal of all restrictions upon its purchase, sale and ownership, and a return 
to the traditional hard money standard using gold or silver certificates redeem- 
able in their respective metals. 


As I understand your testimony now, you believe that there may 
be a chance to return to the gold standard at the proper time when 
there are more stable world conditions. 

Secretary Humpnrey. I would not rule it out. 

Senator Matonr. What is that? 

Secretary Humpnrey. I would not rule it out. 

Senator Marone (reading) : 
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We believe the Republican Party must urge the Congress of the United States 
to resume its constitutional responsibility of regulating foreign commerce through 
the adjustment of duties, imposts and excises, through its agent, the Tariff Com- 
mission, and allow the so-called Reciprocal Trade Act which transferred such 
responsibility to the President to expire in 1958. And we believe the Republican 
Party should urge Congress to respect the rights of the individual States in all 
those matters which have been historically matters of State concern. 

As I have understood you very thoroughly now, you are for return 
to the gold standard whenever conditions may justify it, world con- 
ditions; that you are not concerned with the second part of the resolu- 
tion, that is, a return to the constitutional method of regulating the 
duties, imposts and excises, that we call tariffs. 

That is what I understood, that you are not concerned with it. 

Secretary Humpurey. What I said was, Senator, I would not rule 
out the possibility of returning to the gold standard under proper 
conditions. 

Senator Martone. Yes. 

And then, in the matter of regulating foreign trade in the national 
economy, do you believe we ought to return to the method of the pro- 
tection of the American working men’s jobs and investments here, or 
should we continue to distribute the investments and jobs throughout 
the world ? 

Secretary Humpnrery. That is a subject, Senator, which, as Secre- 
tary of the Treasury, does not come within my jurisdiction. 

Senator Matone. I understand that it does not. I had hoped to 
get some ideas from you before you left the Treasury, because [ have 
a very high regard for your conception of what Government and the 
economic structure of this country ought to be. 

About the returning to States rights and stop building up the strong 
central government that was started about 24 years ago, and appar- 
ently we are still continuing it, would you want to express yourself 
on that subject ? 

Secretary Humpurey. I have said many times, Senator—and I am 
perfectly glad to express myself on it—I think we should be extremely 
careful about this tendency to have the Federal Government take on 
all of the difficulties of, not only individuals, but other subdivisions of 
Government. 

I think that it is a thing which should be guarded against all the 
time. 

Senator Matong. [agree with you. Not only guarded against, but 
repeal a few acts which are already on the books, Mr. Chairman, I 
will include as a part of my summary the action of the 10 Western 
States on the 1934 Trade Agreements Act, which met in Salt Lake 
City on May 4, 1957, make the resolution a part of the record. 

Senator Mazone. Mr. Chairman, I will ask that a resolution passed 
by the Young Republicans of the 48 States on June 21 and 29, 1957 
on the subject of foreign trade be made a part of the record at this 

oint. 

I ask that that resolution be inserted in the record. 

The Carman. Are there any objections? Is there any objection 
to making the insertion which the Senator from Nevada desires? 

If not, it will be inserted. 

(The resolution referred to is as follows :) 
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IMMEDIATE REVIEW OF TARIFF LEGISLATION 


We know that behind the shield of our collective defense arrangement, there 
must be growth and development or that shield will be a paper one. We support 
the administration in its advocacy of trade policies which promote the inter- 
change of goods to mutual advantage. Under no condition, however, should 
such an interchange of goods be to the detriment of our American industrial, 
mining, processing, and developing segments of the economy, ending with a 
resultant loss in operation and income to both employer and employee. Fur- 
thermore, we call for an immediate review of tariff legislation to bring relief 
to hard-hit American industries. 


CONGRESS TO RETAIN CONTROL 


We believe effective control over foreign trade and the trade agreements pro- 
gram should be retained in the Congress. 


Senator Matonr. Mr. Chairman, I have asked permission to insert 
in the record here as a part of my statement, a closing summary on 
the 3 days’ examination of the Secretary of the Treasury. 

That ends my cross-examination of the Secretary of the Treasury, 


and I appreciate, Mr. Secretary, your willingness to help us complete 
this record. 


The Cuatrman. Without objection, the Senator’s concluding state- 
ment, will be inserted in the record. 


(The summary statement subsequently submitted follows :) 
SUMMARY 


Abraham Lincoln, in referring to what he regarded as a preconceived plan, 
once said: 

“We cannot absolutely know that all these exact adaptations are the result of 
preconcert. But when we see a lot of framed timbers, different portions of 
which we know have been gotten out at different times and places and by differ- 
ent workmen, and when we see these timbers joined together, and see they exactly 
make the frame of a house or a mill, all the tenons and mortises exactly adapted 
to their respective places, and not a piece too many or too few—in such a case, 
we find it impossible not to believe that all worked upon a common plan or draft 
drawn up before the first blow was struck.” 


A PRECONCEIVED PLAN 


Mr. Chairman, there is little doubt that there was a preconceived plan to divide 
the wealth (markets and cash) of this Nation among the nations of the world, 
and to make us dependent upon foreign nations across major oceans for the 
critical minerals and materials without which we cannot fight a war or live in 


peace. 

In 1933, this Nation followed England off the gold standard and adopted a 
managed currency which could only result in inflation and the pricing of this 
Nation out of the world markets. The following year the Congress passed the 
1934 Trade Agreements Act (so-called reciprocal trade) which transferred to 
the President this constitutional responsibility of Congress to regulate foreign 
trade and the national economy and gave him full authority to place it in the 
hands of competitive foreign nations at Geneva, Switzerland where it now 
resides. At Geneva these nations are now dividing our markets among them- 
selves and thereby causing unemployment here and making us dependent upon 
them for important critical materials necessary for our security while we are 
living on a war economy. 

In 1946 the $34 billion loan to England, the Marshall plan in 1948, succeeded 
by ECA and mutual security, started a direct division of the wealth program. 
Our Secretary of State now testifies it must be permanent. Under this plan 
more than $60 billion has been transferred to foreign nations. 

The continental modification of the Constitution by treaty—as, for example, 
the Status of Forces Treaty—and these modifications altogether have finally 
taken form as a plan for the destruction of the United States through amend- 
ing the Constitution without submitting it to the people as has been guaranteed 
by that document. 


93633—57 35 
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The plan constitutes international conspiracy for socialism at its worst. It can 
only result in complete international social and economic control of the United 
States of America, together with a severe curtailment of our established wage 
living standards. The Secretary of the Treasury has testified that he represents 
only one part of the plan. 


W AGES—INSURANCE—PENSIONS-——-SAVINGS REDUCED BY INFLATION 


A continued managed currency means a continued inflation. Continued in- 
flation means a continued reduction in wages, insurance, pensions, and savings 
through reduction in purchasing power of the dollar. 

As President Lincoln well said: 

“In such a case we find it impossible not to believe that all worked upon a 
common plan or draft drawn up before the first blow was struck’ to inter- 
nationalize the social and economic structure of the United States. 

George Washington, relative to tactics of evading the Constitution, said in 
his farewell address that: 

“If in the opinion of the people, the distribution or modification of the con- 
stitutional powers be in any particular wrong, let it be corrected by an amend- 
ment in the way which the Constitution designates. But let there be no change 
by usurpation for though this, in one instance, may be the instrument of good, 
it is the customary weapon by which free governments are destroyed.” 

The Constitution plainly says in article I, section 8, that: 

“Congress shall have the power—to coin money, regulate the value thereof, 
and of foreign coin—” 

On December 23, 1913, the Congress passed the Federal Reserve Act, setting 
up the Federal Reserve Commission and transferring to that body and to 
privately owned banks the management of the Nation’s currency. 


THE SECRETARY FAVORS A MANAGED CURRENCY 


The Secretary of the Treasury, Mr. Humphrey, testified that he favored the 
continuation of the managed currency system and that the Federal Reserve Com- 
mission had the power to determine the amount and kind of currency in circu- 
lation. It could also fix the stock-exchange margin. 

Congress’ only recourse would be to amend or cancel the Federal Reserve Act. 

The Secretary testified : That he had the power to fix the rate of interest to be 
paid on Government bonds, which influenced the interest to be paid on private 
funds and bonds; also that foreign governments can secure our gold through dol- 
lar balances, for $35 per ounce and sell it on the open world market for any 
price they can get. 

The Secretary further testified: That he would not change the present “man- 
aged currency” system regulated under the Treasury and the Commission, as 
long as the unsettled international situation prevailed. 

Since troubled times have been the established condition in Europe and Asia 
for centuries, the situation is not likely to change. 

The record, however, is that a strong nation has always led in establishing a 
sound currency and that weaker nations have followed their example-—the 
United States in 1879 and 1900 and England in 1916. 

Regardless of that record the Secretary still maintained that we should retain 
our presently managed currency. 


DUTIES OR TARIFFS 


The Constitution is explicit in article I, section 8, that: 

“The Congress shall have the power to lay and collect taxes, duties, imposts, and 
excises * * * to regulate Commerce with foreign nations, and among the several 
states * * *.” 

During the prolonged crisis the Congress passed the 1934 Trade Agreements 
Act and transferred to the President its constitutional responsibility to regulate 
our national economy and foreign trade and, with it, gave him the full authority 
to transfer that responsibility to Geneva, Switzerland, where at this time 34 
foreign competitive nations, through multilateral treaties under the GATT 
(General Agreement on Tariffs and Trades) are dividing the American markets 
among themselves through multilateral trade treaties under the GATT (Gen- 
eral Agreements on Tariffs and Trade) organization. 
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GOLD OWNED BY UNITED STATES AND IN OUR POSSESSION 


The Secretary of the Treasury testified that we have stored in various deposi- 
tories in this country, including Fort Knox, $22,406 million in gold. 

A statement from the Treasury specified that $16,200 million of dollar credits 
are owned by foreign nations and individuals—and that it is customary to honor 
these dollar credits of foreign nations in gold when presented for payment. 

It is generally known that the individually owned dollar credits can be readily 
converted to nation-owned dollar credits and, therefore, subject to redemption 
by gold payments. 

The Secretary testified that he can, of his own volition, refuse gold payments 
for foreign-offered dollar credits but that, in the absence of an international emer- 
gency, such as war, that the effect on the foreign exchange of the American 
dollar would be depressing. 

Further testimony showed that if all foreign dollar credits were honored by 
gold payments in the customary manner we would then have $6.2 billion of gold 
remaining in the United States Treasury to back the $27.4 billion of out- 
standing currency. This is not up to the required 25 percent by law. 


THE GOLD STANDARD 


Mr. Chairman, on April 1, 1957, I introduced Senate bill 1775, which provides, 
in part: 

“That notwithstanding any other provision of law, gold in any form, mined sub- 
sequent to the enactment of this act, within the United States, its Territories, 
and possessions may be melted, smelted, concentrated, or otherwise treated so 
as to prepare it to be sold, or held and stored as is, or has been customary with 
gold, and it may be bought, held, sold, or traded upon the open market within 
the United States, its Territories, and possessions for any purpose whatsoever 
without the requirement of licenses, and it may be exported without the imposi- 
tion of duties, excise taxes, the requirement of licenses, permits, or any restric- 
tions whatsoever.” 

Then on April 16 I introduced Senate bill 1897 which provides in part: 

“All money of the United States, including money issued by banks, shall 
be maintained on a parity with the standard gold dollar by freedom of exchange 
at its value with standard gold bullion or coin at the United States Treasury.” 


SECTION 336—THE 1930 TARIFF ACT 


The 1934 Trade Agreements Act as extended expires in June of 1958. If 
it is not renewed then, Congress automatically resumes its constitutional re- 
sponsibility to regulate foreign trade and the national economy and the American 
workingmen and producers will be back in business. Section 336 of the 1930 
Tariff Act headed “Equalization of Costs of Production” states : 

“If the Commission finds it shown by the investigation that the duties ex- 
pressly fixed by statute do not equalize the difference in the cost of production 
of the domestic article and the like or similar foreign article when produced 
in the principal competing country, the Commission shall specify in its report 
such increases or decreases in rates of duty expressly fixed by statute (includ- 
ing any necessary change in classification) as it finds shown by the investigation 
to be necessary to equalize.” 


DUTIES OR TARIFFS 


Mr. Chairman, on January 7, 1957, I introduced Senate bill 28, which if passed 
would return the regulation of our foreign trade and national economy to the 
Tariff Commission, an agent of Congress, under the 19830 Tariff Act. 

Under the heading “Declaration of Policy,” the following language is to be 
found in section 1 of my Senate bill 28. 


“DECLARATION OF POLICY 


“SECTION 1. It is declared to be the policy of this Congress— \ 
“(a) to facilitate and encourage trade with foreign nations on the basis 
of fair and reasonable competition. 
“(b) to maintain an investment climate through the principle applying 
equally to the whole country. 
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“(c) to provide necessary flexibility of import duties thereby making 
possible appropriate adjustments in response to changing economic con- 
ditions. 

“(d) to assure the accomplishment of these objectives by returning to 
the provisions of the Constitution (art. 1, sec. 8) in the control over Ameri- 
ean import duties now subject to international agreements.” 

On page 3 of the bill, in subparagraph (2) of subsection (b) of section 3, 
the Commission is authorized and directed, among other things— 

*(2) to prescribe, upon termination of any foreign-trade agreement, that 
the import duties established therein shall remain the same as existed prior 
to such termination, and such import duties shall not thereafter be in- 
creased or reduced except in accordance with this act.” 

It is also provided, in subparagraph (1) of section 3 (b), that the Commis- 
sion is authorized and directed— 

“(1) to terminate as of the next earliest date therein provided, and in 
accordance with the terms thereof, all the foreign-trade agreements entered 
into by the United States pursuant to section 350 of this act.” 

That is to say, the 1930 Tariff Act. 
Section 4 (a), under the heading “Periodic Adjustment of Import Duties,” 
provides as follows: 


“PERIODIC ADJUSTMENT OF IMPORT DUTIES 


“Seo. 4, Title III, part II, section 336, of the Tariff Act of 1930 is hereby 
amended to read as follows: 

“ ‘Seo. 336. Pertoprc ADJUSTMENT OF IMPORT DUTIES.— 

“*(a) The Commission is authorized and directed from time to time, and sub- 
ject to prescribe and establish import duties which will, within equitable limits 
provide for fair and reasonable competition between domestic articles and like 
or similar foreign articles in the principal market or markets of the United 
States.’ ” 

Mr. Chairman, Senate bill 28 would broaden the Commission’s scope to allow 
it to compensate for a foreign nation’s manipulation of currency in terms of the 
dollar and its general maneuvering for trade advantages that are detrimental 
to the United States. 

It will be noted that the spirit of fair and reasonable competition is the 
objective of the regulation, not a high nor a low duty or tariff. The objective is 
a tariff continually adjusted in a spirit of fair and reasonable competition, to 
take the profit out of the cheap foreign labor at the water’s edge and then, only 
when any nation approached our American standard-of-living wages, can free 
trade with that nation be automatic and immediate. 

The common objective is free trade. The problem is how to attain that 
creditable ambition without destroying our own standard of living. 

Congress is our legislative body. It cannot shift the responsibility. The 
Constitution distributes. the powers among the three branches of government. 
It is no defense for Senators and Congressmen to say that the President 
recommends specific legislation or that propaganda has wrongly influenced public 
opinion. Legislative decisions are theirs alone to make. 


ENCOURAGING AMERICAN INVESTMENTS ABROAD 


Under the 1934 Trade Agreements Act, as extended to June 1958, the 34 foreign 
GATT nations based at Geneva continue to divide between themselves the Amer- 
ican markets. This encourages American capital investments abroad. 

The American-owned foreign production plants not only produce for foreign 
consumption, but their low-living-standard labor produced products are imported 
here, under the lowered duties or tariffs. 

The Secretary testified that the Import-Export Bank, entirely financed by 
American taxpayers up to $5. billion, is to encourage the export of American 
plant capital to the low-wage foreign nations through low interest long term 
loans. 

He further testified that the International Monetary Fund, the International 
Bank for Construction and Development, and the International Finance Corpo- 
ration all are set up with the avowed objective of encouraging American capital 
to move into the foreign cheap-labor countries not only to furnish their markets 
but to import the low-cost labor product to compete with the product .of our 
higher. standard-of-living wages and the higher cost of doing business in this 
Nation. 
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wo < We are committed up to $5 billion for the Import-Export Bank. We are also 


committed for 35 percent of the financing of the other 3 organizations. The 
three are independent corporations managed in each case by a board of directors 
and the control rests with the foreign nations’ board members. 

All of these corporations are in addition to the International Cooperation 
Administration (mutual security) which doles out the $4 billion to $5 billion 
annually appropriated by Congress for gifts of cash and goods to foreign nations, 


ng to 
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ion 3, 
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prior THE PATTERN LEADS TO INTERNATIONAL SOCIALISM 


ye in- The entire pattern, from the abandonment of the gold standard in 1933, the 
passage of the Trade Agreements Act in 1934, the transfer to Geneva in 1947 
mmis- of the constitutional responsibility of Congress to regulate our foreign trade, 
and the inception of the four corporations to encourage American capital to 
nd in invest in foreign, low-wage-standard nations, the mutual security giveaway 


tered program, is to distribute American markets and dollars among the lower wage 
living standards European and Asiatic nations. 
It all adds up to international socialism in its worst form. The United States 


ities,” is the only producing nation in the world today that does not protect its own 
workingmen and investors by a duty or tariff, by import and exchange permits, 
or both. 
Free trade will only become feasible when the flexible duty or tariff (provided 
ereby in art. I, sec. 8 of the Constitution) is adjusted on imports to take the profit 


out of foreign sweatshop labor at the water’s edge. Then such foreign nations 
would allow their wage standards of living to increase, create a market within 
1 sub- their own borders, and the common objective of free trade would be reached 
limits automatically. 
d like 
Jnited RESOLUTIONS—FOREIGN TRADE AND NATIONAL ECONOMY 


allow Mr. Chairman, it has long been my conviction that it is necessary for men 

of the of like mind on sound currency, foreign trade, and the national economy to 

nental oes through their own political parties and then join forces on the floor of 
ongress. 

is the Accordingly, I quote the resolutions by the Nevada Republican State Central 

tive is Committee in December 1956, the 10 Western States Republican Conference in 

on, to May 1957, and the Young Republican 48-State Conference in June 1957, from 


, only the Congressional Record. 
n free 

(The Nevada Republican State Central Committee, December 15, 1956—In the 
1 that Senate of the United States, Wednesday, February 27, 1957) 


“Mr. Matrone. Mr. President, on December 15, 1956, the Republican State 
Central Committee met in Fallon, Nev., and passed the following resolution 
reaffirming the three basic principles of government embodied in the Constitution 
of the United States: 

“*The Republican Party of the State of Nevada strongly advocates the 
return to constitutional government by adopting the following principles which 
have been the basic tenets of the Republican Party since its inception more 
than 100 years ago. 


The 
iment. 
sident 
public 


oreign “‘*We believe the Republican Party must advocate a free market for gold, with 
Amer- removal of all restrictions upon its purchase, sale, and ownership, and a return 
to the traditional hard-money standard, using gold and silver certificates re- 
oreign deemable in the respective metals. 
ported “‘*We believe the Republican Party must urge the Congress of the United 
States to resume its constitutional responsibility of regulating foreign com- 
ed by merce through the adjustment of duties, imposts, and excises, through its agent, 
erican the Tariff Commission, and allow the so-called Reciprocal Trade Act, which 
; term transferred such responsibility to the President, to expire in 1958. 

, “‘*We believe the Republican Party should urge Congress to respect the rights 
tional of the individual States in all those matters which have been historically 
ee matters of State concern.’ ” 

“ap 


avicate (The Republican regional conference, 10 Western States, May 3-4, 1957—In 
of > - the Senate of the United States, Wednesnday, May 15, 1957; 10 Western 
n this States, May 4, 1957) 

| “Mr. MALONE. Mr. President, on May 4, 1957, the Republican regional con- 
ference, at Salt Lake City, Utah, including the States of Arizona, California, 
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Idaho, Montana, New Mexico, Nevada, Oregon, Utah, Washington, and Wyoming, 
unanimously passed a resolution urging the Congress of the United States to 
‘allow the 1934 Trade Agreements Act to expire in June 1958.’ ” 
“Mr. President, I ask unanimous permission to include in the Record, as a part 
of my remarks, the resolution passed by the Salt Lake City conference. 
“There being no objection, the resolution’ was ordered to be printed in the 
Record, as follows: 


“*ForEIGN TRADE AND THE NATIONAL ECONOMY 


“*Whereas 34 foreign, competitive nations are sitting in Geneva, Switzerland, 
regulating our foreign trade through multilateral trade agreements under 
the auspices of the General Agreement on Tariffs and Trade; and 

“*Whereas this distribution of our foreign trade between such foreign com- 
petitive nations is being carried on under the 1934 Trade Agreements Act, as 
extended (so-called reciprocal trade) ; and 

“ ‘Whereas, under this act, more than $30 billion of American capital has been 
invested in such foreign low-wage standard-of-living nations to compete in 
American labor and investors in the textile, livestock, mining, crockery, glass, 
precision instrument, machine tool, chemical and electrochemical, and several 
hundred other fields: Therefore be it 

“ ‘Resolved, That the 10-State Republican regional conference, including the 
States of Arizona, California, Idaho, Montana, New Mexico, Nevada, Oregon, 
Utah, Washington, and Wyoming, urge the Congress to resume its constitutional 
responsibility of regulating foreign trade and the national economy through 
the adjustment of the duties, imposts, and excises (art. I, sec. 8) through its 
agent, the Tariff Commission, and allow the 1934 Trade Agreements Act to 
expire in June 1958.’ ” 

(The Young Republican National Federation, June 20-22, 1957, in the Senate of 
the United States—Young Republicans National Federation Convention, plat- 

form—foreign trade—June 20-22, 1957) 


“Mr. MaLone. Mr. President, the National Convention of the Young Republican 
National Federation, representing the 48 States of the Union, was held in Wash- 
ington on June 20-22, 1957. 

“Mr. President, I ask unanimous consent to have printed at this point in the 
Record a resolution relating to foreign trade, which is a part of the platform of 
the Young Republican National Federation for 1957 and 1958. 

“There being no objection, the resolution was ordered to be printed in the 
Record, as follows: 


* “IMMEDIATE REVIEW OF TARIFF LEGISLATION 


““*We know that behind the shield of our collective-defense arrangement, there 
must be growth and development or that shield will be a paper one. We support 
the administration in its advocacy of trade policies which promote the inter- 
change of goods to mutual advantage. Under no condition, however, should 
such an interchange of goods be to the detriment of our American industrial, 
mining, processing, and developing segments of the economy, ending with a 
resultant loss in operation and income to both employer and employee. Further- 
more, we call for an immediate review of tariff legislation to bring relief to 
hard-hit American industries. 


“ ‘CONGRESS TO RETAIN CONTROL 


“ ‘We believe effective control over foreign trade and the trade-agreements pro- 
gram should be retained in the Congress.’ ” 


YOUNG REPUBLICAN OFFICERS FOR 1957-58 


John Ashbrook, chairman, Johnstown, Ohio 
Jerri Kent, cochairman, Johnson, Tenn. 

Fred L. Dixon, treasurer, Washington, D. C. 
Roseann Biwer, secretary, Waukesha, Wis. 
Sally Liston, assistant secretary, Phoenix, Ariz. 
Homer Jackson, auditor, Birmingham, Ala. 


1 The word “resolution” was stricken in the adoption by the conference. 
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— YOUNG REPUBLICAN NATIONAL FEDERATION—REGIONS BY STATES AND TERRITORIES 
ites to 
Region I: Maine, New Hampshire, Vermont, Massachusetts, Rhode Island, 
a part Connecticut. 
Region IL: New York, New Jersey, Pennsylvania, Delaware. 
in the Region III: Virginia, Kentucky, District of Columbia, Maryland, West 
Virginia. 
Region IV: South Carolina, Georgia, Florida, Tennessee, Puerto Rico. 
Region V: Ohio, Indiana, Illinois, Michigan. 
Region VI: Alabama, Louisiana, Mississippi, Arkansas, Texas, Canal Zone. 


riand, Region VII: Missouri, Nebraska, Kansas, lowa, Oklahoma. 
under Region VIII: North Dakota, South Dakota, Minnesota, Wisconsin. 


Region IX: Alaska, Oregon, Washington, Idaho, Montana. 


| com- Region X: California, Nevada, Arizona, Hawaii. 
ct, as Region XT: Utah, New Mexico, Wyoming. 


3 been OTC AND ITO 
ste in 


glass, The Organization for Trade Cooperation (OTC) now before the Ways and 
everal Means Committee of the House and the Finance Committee of the Senate is a 
successor to the International Trade Organization (ITO) rejected by the 
ig the Congress in 1951. 
regon, It is a “trick” bill. If approved, Congress would approve the regulation of 
tional our foreign trade and the national economy by the 34 foreign competitive nations 
rough at Geneva under the General Agreements on Tariffs and Trade. If Congress does 
zh its not approve it, the Geneva regulation continues under the 1934 Trade Agree- 


ict to ments Act as extended to June of 1958 and now in effect. 


ate of CONGRESS REGAIN ITS CONSTITUTIONAL RESPONSIBILITY 
. plat- 

Congress can regain its constitutional responsibility to regulate foreign trade 
and the national economy through allowing the 1934 Trade Agreements Act to 


blican expire in June 1958. 


Wash- THE CONTEST 
in the 


nn oe The contest is between the American workingmen and investors working for 


American wages and paying American taxes, as opposed to the international 
investor paying the foreign low-standard-of-living wages and no American taxes. 
The Congress can stop inflation and return to honest money through a re- 
organization of the Federal Reserve System. 
The Congress can stop amending the Constitution by treaty or executive 
agreement (such as the Status of Forces Treaty) by the simple expedient of 


n the 


there withholding approval or by the adoption of an amendment to the Constitution 
pport prohibiting such procedure. . 

inter- By proper future legislation Congress can stop the usurpation of the rights of 
hould the States. 

trial, It is high time that the Members of Congress in both the Senate and the 
ith a House take a long look at the 24-year picture that they have built through pass- 
rther- ing so-called emergency legislation a piece at a time (as Abraham Lincoln so 
ef to aptly said more than 100 years ago “all * * * exactly adapted to their respec- 


tive places”) thereby destroying the Constitution and with it the United States 
of America, 
Secretary Humpurey. Thank you, Senator. 
$ pro- The Cuatrman. Have you finished your examination ? 
Senator Matone. I have finished. 
The CuatrmMan. Senator Anderson will be the next Senator to inter- 
rogate the Secretary. 
Is it now the pleasure of the committee to recess until 2 or 2:30? 
What time would be more convenient, Mr. Secretary ? 
Secretary Huwrnrey. Any time suits me. 
The CuHatrrmMan. The committee will recess until 2 o’clock. 
Secretary Humrurey. At 2 o’clock. Thank you very much. 
(Whereupon, at 11:45 a. m., the committee recessed to reconvene 
at 2 p. m., of the same day.) 
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AFTERNOON SESSION 


Present: Senators Byrd (chairman), Kerr, Frear, Anderson, Gore, 
Martin, Williams, Flanders, Carlson, Bennett, and Jenner. 

The Cuatrman. The committee will come to order, and the chair 
recognizes Senator Anderson. 

Senator Anprrson. Mr. Secretary, I am going to try to keep my 
questions in some sort of order. I want to get to interest rates, but 
first of all I wanted to ask you a little bit about the cooperation be- 
tween business in trying to hold down inflation, and this rise in the 
price of steel naturally is right in my mind. 

With reference to these anti-inflationary policies, the President 
and you have commented that cooperation of business and labor is 
indispensable in the fight against inflation. And I was interested in 
an editorial that appeared in the New York Herald Tribune on 
Wednesday, July 3. 

Without reading all the editorial, I would be happy that you take 
a look at it. You know what it is, and it pointed out that since 1946 
the labor costs of steel have risen by 30 percent, and this includes 
both the rise of productivity and the rise of wages, but the rise in the 
price of steel has been 115 percent. The rise of sales is 100 percent, 
and profits before taxes have gone up from $89 million to $348 million. 

The Herald Tribune suggests that the makers of steel lost a wonder- 
ful opportunity to deal with inflation. They think they should have 
absorbed this recent increase in wages. 

Do you think that is a possible way of starting a control of inflation 
or is it an impossible one ? 

Secretary Humpurey. Well, I think, Senator, you would have to 
know a whole lot more about the circumstances, the detail of the cir- 
cumstances than I do to know whether and to what extent wage 
advances and labor advances can be absorbed by a company when they 
are made. 

Now, of course you have to take into account, if you go back to— 
those figures started, as I recall, at what was the 1940 

Senator ANpERSON. 1946. 

Secretary Humpurey. 1946; yes. 

Senator Anperson. It is just a 10-year period, and labor costs have 
gone up only 30 percent, but the cost of product has gone up 115 per- 
cent, and profits have gone up from $89 million to $348 million before 
taxes. 

Secretary Humpnrey. Well, I suppose 89 million for an industry 
like that is a pretty low amount, and there is a great lot of talk, and I 
think, I am sure there is some substance to it, that costs of expansion 
have gone up, costs of replacements and expansions have gone up. 

We have been approached by a great many different industries, 
among them the steel industry—very concerned about the cost over 
and above the amount collected in depreciation for the renewal of 
plant and equipment. And I think there are just so many things that 
have to be talon into account that you would have to know pretty much 
the detail of any particular business and any particular change to 
comment very intelligently on it. 

I would not have the information to be able to comment on any 
particular advance, either wage or price advance, as to whether the 
advance was justified. 
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Senator Anperson. But, Mr. Secretary, the steel industry is so 
basic to all of these other inflationary rounds that it did seem like a 
wonderful opportunity to put some sort of control on it. 

At a later time, I am going to refer to some profits that have been 
made, not that I am opposed to profits. I try to make them in my own 
business and expect everybody else to do the same thing. But a profit 
that jumps from around $90 million to $350 million before taxes is 
quite a jump. 

To look at it from another way, the New York Times had an item 
on June 28, that in 1939 United States Steel’s profit before taxes was 
13 cents an hour for each hour worked by an employee, and for 1957 
the figure was $1.80. And after taxes the rise was from 10 cents to 
90 cents. Does that not indicate that the steel industry might have 
been one that could have absorbed this increase? 

Secretary Humpnrey. Well, as I say, as I said before when I was 
asked about it. I have not been in the steel business for 414 years and I 
just cannot tell you. 

Senator ANpERSON. Well, let us get into the question of interest. 
You have been in that regularly for the past 414 years. 

Secretary Humpurey. I have been regularly in that one. 

Senator Anprerson. You have stated before there has been a rise in 
the rates of interest. 

Secretary Humrpnurey. That is right. 

Senator Anperson. I do not want to thresh over old grain and I 
will not go over this table out of Business Week which shows the 
rises in all groups, but we will admit there has been a rise in interest. 

Secretary Humpnurey. That is correct. 

Senator AnpEerson. Whose responsibility do you think that is? 

Secretary Humpnrey. I do not think it is a matter of responsi- 
bility. I think it is a matter of fact. It is a matter of the operation 
of conditions. I do not think it is any one person or group of people 
that have done it. I think it is a matter of conditions. 

Senator Anperson. I remember a professor of sociology far enough 
back when I was trying to study it who when asked the cause of some- 
thing, would trace it back to uncaused cause, the cause that did not 
have any cause. But this interest rise is not something that has no 
cause to it. 

Secretary Humpurey. This has a definite cause. 

Senator Anprrson. Yes. 

Secretary Humpurey. The reason for the rise in interest rates is 
that there is more demand for money than there has been a supply 
of money to satisfy the demand. 

Senator AnpErson. Well, now—— 

Secretary Humpurey. More people want to spend more than they 
have, and they seek to borrow it from others. 

Senator Anperson. Has the Federal Reserve by raising its redis- 
count rate been at all responsible ? 

Secretary Humpurey. I think they have contributed in this way. 
As we said the other day: the Federal Reserve does not fix interest 
rates but by influencing the expansion of credit or trying to limit the 
expansion of credit, it automatically works back into interest. They 
could not do it all alone, because just affecting the supply would not 
make the change in interest rates. You also have to consider the 
demand. The demand comes from the public, the public generally, 
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all over, and, there, a very widespread demand has been in existence, 
and that is one of the problems of prosperity. It is one of the problems 
of confidence, confidence in the Government and confidence in the 
country. 

And as that confidence grows and becomes more widespread, more 
people want to spent more money, and wanting to spend more than 
they have, they want to borrow more. And “then, if the Federal 
Reserve somewhat limits the amount of available supply, you imme- 
diately g get a lot of bids for it and the cost rises. 

Senator ANDERSON. Now, within the last year, from April 1956 
to April 1957, there has been an increase in adjusted demand deposits 
in commercial banks of about a billion dollars, or roughly 1 percent, 
as compared to a rise in the gross national product of 6 percent. 
Would you not agree that this very small increase in the supply of 
money is the result of Federal Reserve policy. 

Secretary Humpurey. I think probably it certainly is contributed 
to by Reserve policy. 

Senator Anperson. Therefore if the supply of money did not grow 
as fast as the advance of the gross national product, the Federal 
teserve has had een to do with it. 

Secretary Humpurey. I did not mean to say for a minute they 
had not something to do with it. They have had something to do 
with it. To the extent they have limited the supply, they have very 
definitely had an effect. 

Senator AnpErson. I am happy to see the senior Senator from Okla- 
homa come in, because I wanted to quote him. In reply to Senator 
Kerr, you disclaimed any responsibility on the part of the Treasury 
for higher rates. 

Is it not true in 1953 when you increased the rate of interest on your 
bonds to 314 percent, which was a rate considerably above the going 

‘ate, that this had an effect on the going rate of interest? 

Secretary Humrnrey. Yes, and I do not think I ought to say the 
Treasury has no effect upon interest, because it has. The Treasury 
as a borrower, the Treasury as a seeker of credit, and a seeker of 
loans, adds to the aggregate of the demand. 

Senator Anperson. It would seem perfectly obvious if the Treasury 
issues one-third of all securities, and is accountable for one- third of 
the country’s debt, that it is bound to have an influence on the market. 

Secretary Humpurey. It does have. 

What I meant, and I do not recall the exact sentence you referred 
to, but what I meant was this: That the Treasury tries very hard 
not to lead the market. The Treasury tries not to make the market. 
The Treasury tries to follow the market. 

Senator Anperson. You understand, Mr. Secretary, if I misquote 
Senator Kerr it is inadvertent on my part. We are both trying to 
get the result from it, and I am not sure I quoted him with absolute 
accuracy but I did the best I could. 

Now, in your statement you referred to the fact that the rate of 
interest had risen about four-tenths of 1 percent over a period of 
years on these Treasury issues. 

Is that the significant factor? Is the significant fact the one that 
the increased cost on the Treasury, once all of the securities have to 
be refunded at going rates, is going to be tremendously more? 
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Secretary Humpurey. No; I think the significant fact is to watch 
the trend as it develops—because what rates the total refunding will 
be at, nobody nows. It may be at one rate and it may be at another. 

I think all you can do, with any accuracy at all, is to go along as 
you are, and you can estimate a trend. But I think that everybody 
will agree that nobody can guess what the interest rates will be before 
all of the refunding is accomplished. That is many, many years. 

Senator Anperson. I am only thinking, Mr. Secretary, that I try 
to run a little insurance company when I have time and, if I see a curve 
that indicates the frequency of accidents is going up and the cost of 
the claims are steadily rising, I conclude I may be in for some trouble. 

Secretary Humpurey. That is right, and I think the same thing 
would be true there. But you do not project that curve on for 50 
years and then say that is what we have got to get ready for. 

Senator Anperson. No, but I look far beyond this current year; 
if I am going to stay in business, I have to. 

Secretary ‘Heumpnery. I think that is right. 

Senator Anperson. The 91-day Treasury bill market in 1954 was 
0.94, 

Secretary Humpnurey. That is right. 

Senator Anperson. 1955, 173. 1956, 2.62. 

Secretary Humpurey. That is right. 

Senator Anprrson. A week ago, it was 3.48, and I believe Monday 
the average was about 3.15; it was down some. 

Secretary Humpurey. Something like that. 

Senator Anprerson. This, of course, is the low season for demand, 
after the June 15 taxpayments. 

Secretary Humpnrey. That is right. 

Senator Anperson. But the problem is: Where is it going when 
the demand for lots of extra money comes in, and do you not -antici- 
pate that rate is going to be quite high ? 

Secretary Humrurey. Well, your trend is up. You have a per- 
fectly good reason to project that trend forward to some extent. I 
do not know. As I said to Senator Kerr in talking about this, I do 
not know just how long this total pressure is going to continue. 

I think you would be very foolish to say, or anyone would be very 
foolish to say, that you have definite evidence of a turn or a change. 
On the other hand, as I said to Senator Kerr, there are some indica- 
tions that might lead you to believe that the change is not too far 
away. 

Senator ANnprerson. Well, we are both guessing as to what lies 
ahead. 

Secretary Humpnrey. That is right. 

Senator Anprrson. But it does seem you are not going to see any 
low-priced finances as long as a man can take a 90- d: ay Dill and get 
314 percent on it. 

Secretary Humenrey. I think you are not going to see it as low 
as it was at some times in the past. 

Senator Anprrson. Now, the rise in the rate of interest is supposed 
to cut investment, is it not, Mr. Secretary ? 

Secretary Humpnrey. Cut investment ? 

Senator Anperson. Yes. 

Secretary Humrnrey. I would not think so, I think it would stimu- 
late it. 
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Senator Anperson. Why would you get a rise in interest rates if 
it was not designed to sort of slow down and halt inflation ? 

Secretary Humpnrey. It is to slow down activity. It stimulates 
savings. 

Senator AnpErson. But it is not supposed to cut investment? 

Secretary Humpnrey. Well, over a period; yes. Over a longer 
period, it will. 

Senator Anperson. Now, investment rose $16.6 billion from 1952 to 
1956—— 

Secretary Humenrey. That is right. 

Senator Anprerson. Or one-third. 

Secretary Humrenrey. That is right. 

Senator Anprerson. So that the rise in interest rates did not slow 
down investment, did it? 

Secretary Humpnrey. Well, there is always a lag in all of these 
things, you see. You picked out a period of growing confidence, a 
growing feeling of security, and a growing feeling of belief that we 
are going to have a sounder financial situation than we have had, 
that conditions are going to be more favorable. We have had a lessen- 
ing of war fears during the period, and I think that the whole thing— 
these last 4 years have all been a period of growing feeling of confi- 
dence and expansion, and that, in itself, has brought about a demand 
for more money. And also, if there had been an unlimited supply of 
money, why, that confidence would have generated an even greater 
expenditure. 

Senator Anperson. On new plant and equipment, the rise was about 
$8.6 billion, or more than a third, in those 4 years. 

Secretary Humpnrey. Yes. 

Senator Anprerson. And from the first quarter of 1956 to the first 
quarter of 1957, the rise was at the rate of about 13 percent. But resi- 
dential construction is down 7 percent in the 4-year period and 18 
percent from the peak. Would that indicate that the money has been 
pouring into plants and equipment and away from housing? 

Secretary Humpnrey. I think that is right. I think that is exactly 
what has happened. 

Senator Anperson. The National City Bank has a publication which 
I read, which comes to me from another source out in my country, the 
First National City Bank monthly letter for June, and I notice on 
page 63— 


tightness in the supply of money and credit and the rise in interest rates hit the 
home-building industry harder than most other lines. 

Secretary Humpnrey. I think that is true. 

Senator AnpEerson. You would agree, then ? 

Secretary Humenrey. I think that isso. It is operative there more 
rapidly because home building does not take as much preliminary 
work, it does not take as long in planning, and does not take as long 
in development as building a plant or a factory. In other words, the 
commitment in plant expansion has to be done over a longer period 
than it does in home expansion. 

Senator Anperson. Now, in the discussion that took place with 
Senator Smathers and Senator Long, I believe you took the position 
that reduced housing is anti-inflationary and how that would check in 
with the fact that higher prices are due to shortages; if we reduce our 
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housing, do we not tend to develop a shortage and thereby increase the 
cost of living, and does it not become inflationary ? 

Secretary Humpurey. Well, Senator, these things, so many of these 
things work both ways. If the housing were to continue on to new 
peaks all the time, after you reach a very full use of men and mate- 
rials, and then you crowd on for even more, why, your pressure is much 
greater upon your prices. Now, to the extent that that is slowed down, 
there are not as many goods available as there otherwise would be, and 
to that extent it may seem inflationary. But, as I have said right 
along, I think that the deflationary aspects of it are much stronger 
than the inflationary aspects. 

Senator Anperson. If you had succeeded in cutting investments, 
would it have been a successful policy ? 

Secretary Humpnrey. Well, I think it may be successful if it begins 
to level off now in some of these lines that have been going ahead so 
rapidly, particularly heavy-industry expansion. If that begins to level 
off, I think this policy will have proved its worth and will be successful. 
And I think that then you will see that prices all along the line will 
begin to stabilize more. 

Senator Anperson. But not if it results in scarcities, would it ? 

Secretary Humpnrry. Not if it results in searcities. But I just 
cannot picture its resulting in searcities. 

Senator Anperson. Mr. Secretary, I want to quote from an articie 
written by Mr. W. L. Smith, an economist, that appeared in the 
American Economic Review, 1956, page 605, and I am going to give 
you a copy of it because I have been on the other side of the table 
as a witness and it is awfully hard to follow the man who is asking 


questions sometimes. I want to read it and get some of your com- 
ments. He says: 


Of course, there can be little doubt that a restrictive monetary policy, applied 
with sufficient vigor, can exert a potent restraint on aggregate expenditures. 
If the brakes are applied violently, however, serious disturbances in the market 
for long-term Government and corporate securities are likely to result. This 
happened, for example, in May and June of 1953 without having a great ob- 
servable effect on expenditures. 

I am going to stop there and say, do you agree that a disturbance 
in the market of long-term Government and corporate securities has 
resulted ? 

Secretary Humpurey. Has resulted from what? 

Senator ANDERSON. From applying the brakes. 

Secretary Humpurey. From restrictive monetary policies? 

Senator ANperson. Yes. 

= ‘ 

Secretary Humpurey. I think there has been a marked effect in 
the securities markets; yes. 

Senator ANpbERSON. Then, he says: 

There appears to be a legitimate basis for the fear that if powerful monetary 
restraints are applied rapidly enough to check increasing expenditures within 
a short period of time they may be so disrupting to the capital markets as to 
cause a severe collapse of expectations and precipitate a decline in economic 
activity. 

Do you think we have reached a point where that might result? 

Secretary Humpurey. I do not think so. But I go along entirely 
with the thought here which gets right back to my old simile of 
driving a truck down the icy hill. You have got to apply that brake 
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and ease it and apply it and ease it, and if you overdo it, it is disas- 
trous; and if you underdo it, it is disastrous, because you will not 
stop by the time you get there. 

Senator ANpERsoN. Mr. Secretary, I though you would agree with 
the sentiment in this, because the professor is at Ohio State University 
and I assume that is- 

Secretary Humpnrey. I knew it must be some very intelligent 
fellow. | Laughter. | 

Senator ANpreRson. Then, he says: 

If they are applied gently and gradually, on the other hand, they will effec- 
tively check increasing expenditures only after the liquidity of banks and other 
economic units has been gradually worn down. Before this point is reached 
a significant rise in prices may already have occurred. 

Would you agree there had been a significant rise in prices? 

Secretary Humpurey. Well, I think the rise in prices in recent 
months is significant; yes. And I also think that the liquidity of 
the banks is not as great as it was. 

Senator ANDERSON. Can you quote me any period in our American 
economic history where we had over an extended period of time such 
large increases in the rate of interest that we have avoided a sub- 
stantial decline? 

Secretary Humpurey. I do not think I can, Senator, right off the 
bat. I might try to study it out and see. I do not have anything 
of that kind in mind. 

I think, however, just generally, that as I said the other day, the 
only way we can avoid substantial difficulties in this country from 
time to time, when you get an overabundance of enthusiasm, is to try 
to control it on the upside as well as on the downside. If you let the 
up side run wild, I believe you are not going to be able to prevent the 
downside from being more severe than you would hope it would be. 

Senator ANDERSON. W ell, 1 certainly am no economist, as you well 
recognize. 

Secretary Humpurey. Neither am I, so we are in good company. 

Senator Anperson. And I am no predicter of what might happen. 
At one time, trying to find out where agricultural prices might be 
going after the war, I made some charts which I thought were very 
interesting. They were to me, at least. But certainly this building 
up of interest rates has, I thought, generally preceded something that 
I termed a decline. I do not care to use the term depreciation, or 
things of that nature. But in 1873, we had very high interest rates 
and some troubles. We built up to a peak in 1593, and then we had 
some railroad bonds that reached 4.1 percent, but the commercial rate 
got up to 7.67. Then it dropped down right after we had some dif- 
ficulties. 

In 1907, the interest rates on railroads got high again, very much 
higher than usual, and the commercial rate ‘got to 6.66 and then we had 
real trouble. 

In 1920, I get to ground that I am familiar with, and there the in- 
terest rates on railrods got up to 514 percent on ordinary good bonds, 
and 714 percent in commercial paper. It does not take very much 
straining for me to remember that every bank in my home community 
but one closed, and they kept that one open almost by force of arms. 

The customary practice for farmers in our part of the world at 
that time was when they threshed the grain on your farm, they de- 
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posited checks in their bank. And we did not know until it was all 
over with how many banks we had deposits in until we were advised 
that they had failed. We got notice from the receivers saying “You 
have got so much on deposit in this closed bank.” And therefore I 
remember that one period very well. We had very high interest rates 
and then had this very great difficulty. 

I am also old enough to remember we had some difficulties in 1929 
when railroad bonds got up to 4.6 percent, with a commercial rate of 
5.85, and we had a lot of trouble. Then interest rates dropped down 
afterward. And when I hear that a utility out in the West that got 
its money for about 3.4 percent 2 years ago had to pay 6.1 percent the 
other day, I asked myself if this pattern is not conclusive or if you 
know of any period in American economic history when we have had 
that great rise in interest rates without paying off in declines or de- 
preciations or financial difficulties. 

Secretary Humenrey. Well 

Senator Anprerson. If you can find one, I wish you would supply 
it for the record. 

(The information requested is as follows :) 





INTEREST RATES AND ECONOMIC DECLINE 


The great demand for borrowed funds which in the past has preceded impor- 
tant economic declines has typically been reflected in a marked rise in interest 
rates. In each of the five instances cited by Senator Anderson, interest rates 
were carried far above the levels now prevailing, as is indicated by the following 
comparison of short-term rates: 


Year and average rate in highest month—4- to 6-month commercial paper 


WG ihe ci ei bide eh mek ahhh de le pees in br ati lebbabetoeres Medak et oe eee 17. 00 
MD am emmy prep caglpen capcbnmt pe pp nen bat lal eine pth Soe i phn ale i Gh lin ela 10. 14 
iach neintnent tng vie sms 0p was ea song nso ew cages ae apenas Nace aia 7. 33 
ak cians spans canis <n enc seem anne 2s bak bo ues apnbeiawn gle aseaniguean aa wattage an aan aaine 8.13 
SII acne cage mieten jo Sl ah a SA I EE ck tne ees oho ada etic tg EO 6. 25 
OSE ATOR 10) 54 centered <4 cheney been t~~t4e on eiea eee 3. 88 


There have been at least two notable instances since the late 1890’s when a 
rise in interest rates to peak rates considerably above the present levels have 
not been followed by a significant decline in business. 

In 1899, for example, the 4- to 6-month rate reached a peak of 7.38 percent in 
December, but manufacturing production in 1900 averaged slightly higher than 
the 1899 level, and in 1901 it rose to a new record. (Production data are based 
on the National Bureau of Economic Research index of physical output for 
manufacturing industries. ) 

In 1902, the 4- to 6-month rate reached a peak of 6.93 percent in October, the 
highest since 1899. Manufacturing production averaged somewhat higher in the 
following year, and showed no more than a moderate temporary recession in 
1904, 

In 1899, for example, the 4- to 6-month rate reached a peak of 7.39 percent in 
September 1914. This was followed by a substantial rise in manufacturing 
production in the following year, but it was aided in part by war orders. 


Secretary Humpnrey. I will, and I am perfectly ready to admit 
that it can be overdone, that you can overdo it, that if you go back— 
you and I remember from our personal experience about the same 
periods. If you go back a little bit beyond that, you come to those 
periods before the time of the Federal Reserve Board and where just 
the natural tightness of the money got so great that it forced a col- 
lapse. 

Now, I do not know, I do not think, that anybody or any group of 
people are wise enough or all-seeing enough to know how to completely 
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manage an economy of 165 or 175 millions of people. I think the 
forces at work in an economy of that size are so sizable and the rami- 
fications are so great that there is no group of people who are going 
to be able to encompass all of the difficulties, all of the problems, that 
they are going to be so wise that they will know exactly what to do 
to handle the affairs of the whole, of all of these people. 

So that I do not believe that this Government is going to just be 
able to hold a hand on the lever and just manage this thing right to 
a gnat’s eyebrow all the time. I do not think that can be done. I 
think you are going to have movements back and forth. You are 
going to have enthusiasms that grow and enthusiasms that wane. 
But I do think that when enthusiasms are great, and enthusiasms 
grow, if they can be somewhat restrained, that they will not drop to 
such depths when they begin to lose their enthusiasm or when their 
fears arise as they will be if those enthusiasms have gone way too 
far. 

Now, about all I see that the Federal Reserve Board or the Gov- 
ernment, in its policies, or anyone else can do, is to try to—Bill Martin 
has an expression which I think is a very illustrative one: It is, “Lean 
against the wind.” And I think that if in our policies we can lean 
against the wind when necessary, and can be wise enough not to lean 
against the wind when conditions change, we will help stabilize the 
economy. However, we must be courageous enough to lean against 
it when people do not like it and be wise enough to reverse it, when 
necessary, before it gets too late. I think that that is the best chance 
we have to try to level out these ways of enthusiasm and fears that 
affect millions of people. 

Senator Anprrson. I think the only difference between Bill Martin 
and me is that I leaned against the wind in 1929 and it took me a long 
time to get back on my feet. 

Secretary Humpnurey. Well, you leaned too long. 


Senator Anperson. Well, I probably did, but I took the finest ad- 
vice I could take, invested in nothing that was dangerous and it all 
went away just as fast as the investments of people who were plain 
foolish. 

Secretary Humpurey. That is correct, and that is why there is 
nobody so wise who can guess this thing correctly. 


Senator Anperson. One of the best men I know had to pay a double 
assessment on his bank stock in the early twenties, and when he went 
into his safe deposit box to get his bonds to pay the assessment, he 
found a note he had written to his wife—they both happen to be 
still alive—and he said “Nellie, never sell your stock in such and such 
abank, It will take care of you in your old age.” 

Secretary Humpnurey. That is right. It busted a lot of people. 

Senator Anperson. He had to sell all of the bonds they had. I 
have been through 1 or 2 little fires, and I am disturbed when T see 
interest rates going up as rapidly as they now are and have seen what 
has happened every time they have done so, so far as I know. 

Secretary Humpurey. Well, you and I have been through the same 
ones. 

Senator Anperson. You came out of it much better than I did. 
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Secretary Humpurey. We both have had the same experience. 
[ Laughter. } 

Senator Anperson. Now, you say that the former Secretary of the 
Treasury, who, as you say, passed on to you a mess but you recognize 
that messes can also be passed on to others, gave you a warning on 
this. I just want to call your attention to it. It is on page 111 of the 
82d Congress, 2d session, the hearing on monetary policy, volume I, 
page 111. And just so that you will have it in front of you, I am 
going to hand that to you. 

This copy I want back, because the copies are a little hard to find, 
I have discovered. 

But Secretary Snyder says: 

The impossibility under present conditions of measuring in advance the ef- 
fect of a general restrictive credit policy means that sudden and severe de- 
clines in the market prices of Government securities may be produced by what 
was intended to be a moderate degree of credit restriction. 

Has there not been a severe decline in the market price of Govern- 
ment securities ? 

Secretary Humpurey. Well, I think you would say it was quite a 
decline. 

Senator Anperson. And he said, “This provides a strong reason for 
caution.” 

Secretary Humpnrey. I certainly agree with that. 

Senator Anperson. Well, that is good. I am glad that one word 
that we got out of the previous administration was a good word. 

Then, I quote from him: 

Sudden and severe declines in the market prices of Government securities 
might be shocking to public confidence. They might be embarrassing to many 
financial institutions owning large portfolios of Government and other high- 
grade securities, particularly those with small amounts of stockholders’ capital 
relative to total assets. 

Has that been somewhat true? 

Secretary Humenrey. I think that at any time when your equity 
in your business is relatively small, you get nervous quicker than you 
do when you are in a little better balance between equity and debt. 

Senator Anperson. Well, it is not just 

Secretary Humpnrey. That is true whether you are an individual 
or a company. 

Senator Anperson. When you are extremely small either, because 
on the 6th day of June there was a call, that came later than that, 
but there was a call for the condition of the banks in this country 
effective June 6. 

I file away all the statements from banks in which I have a very 
slight interest, and I notice that this call came out for the condition 
on June 6. That is the first time in 40 years, Mr. Secretary, that 
there has been a call on a date in June, other than—I will take that 
back. That is the first time in 40 years that there has not been a call 
as of June 30. John Skelton Williams made one on June 20 in 1917, 
when we were just getting into war. Do you know any reason why 
this call came on June 6? 

Secretary Humrurey. I do not have any reason at all. I do not 
know. However, Ray Gidney would be the one who would do it and 
T will ask him. 
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Senator Anperson. Well, I just wondered if it had any relation- 
ship to this passage from Secretary Snyder I have just been reading, 
that this decline in the market price of Government securities might 
be embarrassing to many financial institutions owning large port- 
folios of Government securities. 

Secretary Humpurey. No; you mean you would make a call on the 
6th instead of the 30th ? 

Senator Anprerson. Yes. 

Secretary Humpnurey. No; there is no such reason; I am sure of 
that. I have not asked Mr. Gidney. 

Senator Anperson. I am sure there is no connection between these 
two items, but I read Business Week and other publications—I am 
not trying to advertise one publication, but I read as many as I can— 
and I have found on page 96 of Business Week for July 6 a little 
item that says: 
$80 million of “paper losses” were recently discernible in the Government bond 
holdings of New York’s giant First National City Bank. But President Howard 
©. Shepherd isn’t worried—because most holdings mature in 5 years or less— 

But in the next column there is an advertisement by a whole group 
of bond houses: The First Boston Corp., Morgan Stanley & Co., 
Harriman Ripley & Co., Kuhn, Loeb, and so forth, offering 2 million 
shares of First National City Bank stock at $60 a share. That is about 
equivalent to taking care of the losses in Government securities. And 
I wondered if you felt there was any connection between this problem 
we have had with Government securities. 

Secretary Humpnrey. I would be amazed if there were. Of 
course, I do not know what they are doing, but I would be amazed if 
there were. 

Senator Anprrson. Well, the American Banker had some items 
about it. “Surprise call of June 6 issued by three agencies.” And 
they had an editorial on page 4 of the issue of July 2, “Call for 
statements as of June 6. What is behind it?” And there is a good 
deal of speculation. Was this call made without consultation of 
the Treasury, with the Treasury ? 

Secretary Humpnrey. Oh, yes. He would not, Ray Gidney would 
not ask me about making acall. That is standard 

Senator Anperson. The Treasury is a pretty heavy depositor, a 
pretty heavy borrower, a pretty heavy everything. 

Secretary Humpurey. But that is standard practice. 

Senator Anperson. I tried to say it is not standard practice, it 
is the first time in 40 years. 

Secretary Humpnurey. I do not know why he did it a few days 
different, and I will ask him and find out. 

If, Senator, I feel pretty sure, there was some very express rea- 
son for the change, he certainly would have asked me something 
about it. 

Senator Anperson. Well, there might have been large withdraw- 
als for income-tax purposes coming on the 15th, of course. 

Secretary Humpurey. Of course there are large withdrawals on 
June 15. : 

Senator Anperson. The American Banker speculates about the 
window dressing practices. 

Secretary Humpurey. There are, of course, large withdrawals on 
the 15th, and there is a shift, a big shift of funds on June 15, 
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Senator Anperson. I do not know whether banks are bothered by 
this at all. I only say to you that I have a very, very small insur- 
ance company that I try to look after, and we do not have a single 
piece of security in our portfolio that is below what we paid for it, 
except Government bonds, and there are a great many people who 
are considerably confused by the Government bond market decline. 

Something was said here awhile ago about restoring faith and 
various things. It is going to take a long time to restore faith in 
these things we call Government bonds we have always been recom- 
mending to everybody for a long, long time. 

Secretary Humrnrey. Well, Government bonds have been at these 
prices before. 

Senator Anperson. But not to the pleasure of the investor. 

Secretary Humpnrey. No; it never is to the pleasure of any in- 
vestor when a security goes down. But if you have securities, you 
know that they will go up and they will go down. They go both 
ways. 

Senator Anprerson. But these are not growth securities. They are 
not things that you expect to have increase. If I go buy a growth 
stock, I expect to gamble, but when I say to my wife, “You put 
your money in Government bonds, you never have to worry,” and 
then she begins to ask me questions, it not only confuses me but it 
confuses her as to the wisdom her husband has when he gives her 
financial advice and she has reminded me of that in the last few 
weeks. 

Secretary Humrurey. I do not believe I would change my advice 
to anyone as to the worth of the security of a Government bond. 

Senator AnpErRson. Well, let us go on to a comment that was made 
by Mr. Elliott Bell, the editor of Business Week, as to whether there 
is any danger in this policy or other measures. He was asked by 
Wright Patman at a hearing the Congress was having on monetary 
policy—I think I can find you his reply, if you want it. 

It is Monetary Policy, 1955-56, hearings in December of 1956. His 
letter is there at page 40, and I am going to read a couple of paragraphs 
out of it. It isa letter to Mr. Patman in small type: 

Question. First, assuming that, at any particular time, economic forees are 
recognized and accepted as predominantly inflationary, warranting thereby some 
measures of restraint on the supply of credit, what type of borrowers should get 
the available credit and, under our present system, who actually does get it? 
In other words, what form of machinery should we look for rationing the 
curtailed supply? 

Mr. Bell answered it, but would you want to answer that question ? 

Secretary Humrnurey. I do not know what Mr. Bell said. I have 
not 

Senator Anprerson. That would not affect your answer. 

Secretary Humpnrey. No; I do not think it would. 

Senator Anperson. I will be glad to read Mr. Bell’s answer. I 
thonght it was a very good question. 

His answer was: 


Except in time of war or extreme national emergency, I would not favor any 
overall system of rationing credit. 


Would you go that far with him? 
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Secretary Humrnrey. I think that you have got a serious problem 
and I do not know just what to do about it. I do not believe in— 
I have never seen an arbitrary rationing system that I thought would 
work practically. Yet I do think that just to let nature take its 
course—which is what we do, which we have done, and it is the only 
thing up to date that I know of that we can do, that works at all—it 
does create some hardships, some greater hardships in some places 
than in others. 

Now, how you could alleviate to some degree those special hard- 
ships, I do not know. We have given a lot of thought to it and I 
have not been able to think of anything that I think > would work in 
practice. 

You would like to have the hardship as evenly distributed as pos- 
sible over everybody, and only by having it, having some hardship, will 
it work at all, because unless there is a vhardship i it means that every- 
body has all they want, and then you really have not restricted it. 
The restriction is entirely ineffective. So, if a restriction is to be ef 
fective at all, it must be that somebody does not get all he wants. 

Now, what you want to do is to have that somebody just as wide a 

roup of somebodies as you can possibly have and not have it fall 
fardér on one than another, and yet I frankly do not know of any way 
to accomplish that purpose. 

I think to try to even it out, there are some things we can do. One 
of the objectives of the small- “business loans is to tr y to help in that 
direction. I think there are things of that sort that could well be given 
consideration and thought, to try to ease off the undue hardships, not 
to relieve the hardship, because you have got to have hardship, but to 
try to even the hardship out as nearly as fairly as possible. 

Senator Anperson. Now, Mr. Bell said, if I may continue with his 
letter : 

My objection to the present tight-money policy— 

of course, he is referring to the one in 1953— 
My objection to the present tight-money policy is that it does in effect provide 
a discriminatory rationing of credit by making credit difficult to obtain in cer- 
tain areas such as housing, municipal financing, and small business, while it 
places very little restraint upon large corporations. 

Would you agree with that. statement ? 

Secretary Humrnrey. I think, as I said before, Senator, I think 
that it does take effect and it has taken effect more in building, smal] 
building, and residential building, than it has in large capital con- 
struction, because of the fact that the former is done over a shorter 

eriod, planned over a shorter period, and the financing is provided 
for over a shorter period. So that we have had quite a demonstra- 
tion, this experience that housing has been more affected than capital 
expenditure, the figures demonstrate that. 

I think, however, that that is a matter of timing, and a matter of 
lag, rather than a matter of substance. I think you will get it along 
the line, the rest of the line, and I think it is on the way now. 

Senator Anperson. Would you agree with the second part of his 
theory, that the large corporations have very little restraint placed 
upon ‘them ? 

Secretary Humpnrey. No, I would not agree with that. I think 
that it is just as—I do not know just what is small and what is large. 
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But in my experience, I know your worries grow with what you have 
to worry about. 

Senator Anperson. But not in financing at a time like this. 

Secretary Humeurey. I am not sure. 

Senator Anperson. Well, I think the record of offerings over the 
last year will show that the problems have been much easier for large 
corporations. 

ecretary Humpurey. As a rule, a corporation gets large because it 
is better managed than one that continually stays small. 

If you and I start out together, both small, as most of these things 
have done, and yours grows and mine stays small 

Senator AnpERsoN. We better reverse the assumption. 

Secretary Humpnurey. Over a period of 20 years, you will have 
managed your business better than I did mine. And it is largely due 
to your better management that you are larger than I am 20 years 
hence. And you will have provided in four financing more elasticity 
than I have in mine, and to that extent this will not, when credit does 
tighten, this will not be as hard on you as it isonme. I donot think 
you can get away 

Senator Anperson. I am not going to take time to do it, but I think 
you can introduce a lot of figures to indicate that the relatively large 
corporations have had a much easier time financing than the smaller 
groups and individuals. 

Secretary Humrnrey. I think that is true in many cases, because 
T think the larger corporations have been better managed, they have 
had more elasticity, they have been better prepared than a good many 
of the smaller ones. 

Senator AnpErson. Now, to read on, he said—I am not going to 
stop on this one: 

Credit restraint, as I see it, is justified merely as a means to an end. That 
end is the prevention of a runaway boom in the economy that could lead to a sub- 
sequent collapse. Accordingly, my approach to the problem would be as follows: 
First, when there is a predominantly inflationary condition, overall measures 
of restraint should be applied but they should include not only quantitative credit 
restriction but also appropriate fiscal measures, including refunding of the debt 
from short-term to long-term obligations, restraint of Government expenditures 
and tax measures. 


The Chairman is very greatly interested in restraint of Government 
expenditures and tax measures, and we all are. But what about this 
problem of refunding of the debt from short-term to long-term obliga- 
tions? Hasthe trend not been just the reverse ? 

Secretary Humrnrey. That is good work if you can get it. 

Senator Anprerson. Well, I say, has not the absolute reverse been 
the situation ? 

Secretary Humpnrey. Under the conditions that he outlines here, 
that he suggests, you just cannot do it. You cannot sell just what 
you want to sell. You have to sell what somebody is going to buy. 
And when you get into conditions of this kind, you have to sell some- 
thing that somebody will buy, and there is nobody who wants to buy 
that particular kind of goods at that particular time. 

Now, it may be that—it may be, looking back on it, Senator, that 
we should have done what you just criticized a minute ago, and done 
it in spite of criticism, because many times the right thing in the end 
is the one that is most criticized at the moment. 
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Maybe in spite of the criticism we should have led the market 3 
years ago a little more than we did. Maybe we should have repeatedly 
done it. By putting out long-term issues at the higher market rates, 
we could have sold them, and maybe we should have done that and 
moved this thing faster in that way, and sold more of those long-term 
securities. 

We did not think it was wise at the time. I am not sure now that 
we were not right. But there was that possibility that could have 
been indulged in. 

We did not do it, and as we moved into this greater period in the 
swing here, the desire to buy that sort of security declined until today 
I doubt very much if you could sell long-term 50-year bonds in any 
substantial amount at most any reasonable price. And I think it 
would be very foolish indeed to try. 

Like I said to Senator Kerr, it is like trying to sell fur-lined under- 
wearin July. It is not the right time to do it. 

Senator Anperson. Then, his concluding sentence in that first para- 
graph is: 

This overall restraint should be supplemented by selective credit controls directed 
toward particular areas of the economy which appear to be advancing at too 
rapid a pace. 

Have we tried any selective controls? 

Secretary Humrurey. No, and I am opposed to that. I just do 
not believe that—I said a minute ago, I just do not believe there is 
any group of men who are so smart that they can tell everybody in 
America what to do and be wiser than the great bulk of our people 
who are actuated by an incentive free choice system. 

I believe with all my heart in an incentive free choice system. I 
believe it is what has made this country. I believe it is what gives 
the initiative, the push, the drive, the daring. It is daring that people 
have to have to go on and expand in this country and make it what 
this country is. 

I do not believe there are bureaucrats or business people or anybody 
else who can come down here and get super-knowledge by sitting in 
Washington. They have to get out and run their own business. 

So, I just do not think you can run this economy entirely from 
Washington. I think Washington has a place. I think it can do 
some things, and try hard to do them properly, but I do not think 
you can do the whole job here, and I would much rather trust the 
American people to limit within some reason their borrowings and 
decide how much is proper expansion and how much is not, than I 
would have to have somebody here in Washington sit in and put some 
arbitrary controls on what you can do, 

Senator Anperson. I would only remind you that every time we 
have landed in trouble we have landed in trouble exactly doing what 
you are now talking about, letting people go along. 

Secretary Humpnrey. I think that is wrong. 

Senator Anperson. And sometime we ought to avoid disaster, 
should we not? 

Secretary Humpeurey. We ought to do everything we can, and that 
is what we are doing now. That is why we have this policy; we are 
trying our best to avoid greater difficulties, to minimize difficulties. 

I do not know that some difficulties can be avoided over a long period 
of time, but I think you can, by the proper use of judgment and a 
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sufficient amount of flexibility and watching what you are doing and 
not getting arbitrary and rigid, but responding to conditions, I believe 
that you can exercise some aid to lessen the swings either way. 
Senator Anperson. Merely because of the suggestion he makes, I 
am going to take Mr. Bell’s second question. He said—the question 
was: 
What policies or institutional setups should we have, if any, to insure that 


certain social demands for schools, housing, highways, and so forth, do not 
get lost in the scramble for the relatively scarce credit resources? 


His answer was: 


This is the type of question that needs to be examined by a national monetary 
commission such as I have suggested. It is clear to me that by congressional 
action in the past we have accepted as national policy the proposition that certain 
types of economic activity, such as housing, represent a social good that entitles 
them to special consideration not accorded to other types of economic activity. 
It is a fact, however, that many conservative-minded people do not recognize that 
such national policies exist and see no reason why housing, for example, should 
get any special consideration in a period of credit stringency. Such people can 
see nothing wrong in the fact that a veteran may not at the present time be able 
to get a GI mortgage to finance the purchase of a $12,000 home, while a big 
corporation has no trouble in borrowing millions of dollars to set up a new 
finance company. Before we can have appropriate policies or national setups 
to protect these social demands, we need, I think, a clear statement of what 
our national policies are. 

His main suggestion is there ought to be some sort of a national 
monetary commission. Do you believe that anything of that nature 
would be of any use to us? 

Secretary Humpnrey. Well, I do not think I could categorically 
say no, but I just do not believe it does much good to add commission 
on commission on commission. You already have down here now ad- 
vising on economic policy and trying to handle economic policy, you 
already have, I do not know how many sets of people, beginning with 
your good selves. 

=e ; 

Senator Anperson. I am going to go-— 

Secretary Humpnrey. And going on to the Economic Advisers and 
to the Federal Reserve Board, and Treasury, and I do not know how 
many places. 

Senator Anperson. I am going on to the question of intermediaries 
in a little while, but in the whole field of intermediaries there is abso- 
lutely no correlation between any policy you might lay down or the 
Federal Reserve Board might adopt. The intermediaries go right 
ahead and act contrary to the express policy of the Federal 
Government. 

Therefore, there might be some need for a correlating agency, it 
would seem to me. 

Secretary Humpnrey. Well, I do not know 

Senator Anprerson. We will come to that when we get to inter- 
mediaries. 

Secretary Humpurey. Yes. 

Senator Anperson. I have another publication which Johnston, 
Lemon & Co. send me as one of their occasional customers. It is 
called the Fortnightly Review. It is issued by a great many publi- 
cations, but this one is dated New York, June 25. It was prepared 
by Carl M. Loeb, whom you and I would recognize as a very compe- 
tent person. 
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Secretary Humpurey. That is right. 

Senator Anperson. There is a paragraph that is headed, “Fancy 
Yields,” and I want to break it in two parts and read to you the first 
two sentences first. It says: 

Tight money made for a bond market rather close to a state of demoraliza- 
tion. The Treasury had to pay 3.40 percent on its weekly sale of bills, the 
highest since 1933, and 0.40 percent above the prevailing discount rate of the 
Federal Reserve Board. 

My question is: If the Federal Reserve Board is really in control 
of the situation and is imposing a dear money policy, why does it allow 
the 3 percent discount rate to lead while the market rate has soared 
way above this? 

Secretary Humrnrey. Well, as I said to Senator Malone, I think 
the technicalities of operation of the Federal Reserve Board are much 
better discussed by Mr. Martin than by me. That is strictly within 
his province, and it is part of his operation. 

I do not—— 

Senator Anperson. But in your prepared statement, did you not 
have quite a little to say about the Federal Reserve System, and 
things of that nature? 

Secretary Humpnurey. In my prepared statement, I said that they 
operate independently from the Treasury. 

Senator Anperson. Why are they not a fit subject for discussion 
now ¢ 

Secretary Humpnrey. It isa subject of discussion. All I am saying 
is that I think to that question, you would get a better answer from 
him than from me. 

Senator Anperson. Ordinarily, the discount rate is above the Gov- 
ernment bill rate, is it not? 

Secretary Humenrey. It has been. 

Senator Anperson. Ordinarily 

Secretary Humepurey. It has been ordinarily, for the last—for some 
time. 

Senator Anperson. Ordinarily it is, yes. 

Secretary Humpnrey. Yes. 

Senator Anprerson. And now we have a situation where the dis- 
count rate is below the 90-day bill rate. 

Secretary Humpnurey. That is right. 

Senator Anperson. Is that not a phenomenon in fiscal agent mat- 
ters in this country ? 

Secretary Humpnurey. I do not think necessarily so. 

Senator Anperson. Is it not of some interest to the Treasury in 
what it may do to Treasury rates ? 

Secretary Humpurey. It is of a lot of interest, and 

Senator Anperson. Does it not complicate your policy or your 
desire to have long-term financing ? 

Secretary Humpnrey. No, I do not think so. 

Senator ANpErson. You do not? 

Secretary Humpurey. No, I do not think so; not at all. 

In fact, I think that as far as the Treasury’s financing is con- 
cerned we are better off the way we are than we would be with an 
increase in the rate. 

Senator Anperson. Then I will read on: 
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Some borrowers delayed projected security offerings because of mounting 
interest costs and sticky market acceptance. Southern Bell Telephone, an 
American Telephone subsidiary, had to pay 4.9 percent on a new debenture 
issue rated AAA, and Michigan Consolidated Gas, which in November 1955 
had been able to raise money at 3.4 percent had to shell out 6.1 percent on an 
offering of $30 million of first mortgage bonds rated A. 


And then there is this sentence: 


As the Treasury will be in the market fairly constantly this summer, both 
for new cash and refinancing, the worst may be yet to come. 

Do you think the worst is yet to come? 

Secretary Humrurey. If by “worst” you mean somewhat higher 
rates than we have seen in the past, I think that may be. I would 
not characterize it as the “worst.” I think the very things you are 
reading are the best illustration I know of to cite why your state- 
ment of a few minutes ago or your thought of a few minutes ago 
was not correct. 

This is indicating that big companies, as well as little companies 
are affected, that this policy is restricting big companies as well as 
little companies. It is making it more difficult, and as things get 
sticky, some of them do not sell at all; and as the price goes up, 
others retire. 

As that happens, and as some of this industrial construction de- 
clines—and it does not have to be a big decline, it can be a relatively 
small decline—that is going to release people to build houses, it is 
going to release materials to build houses with, it is going to release 
labor and materials for other things to go on in an orderly way, with- 
out increasing the costs in those other areas. 

If, at the same time that all of this high construction is going on, 
and carpenters are at work in building big capital improvements, 
the housing business also booms and they try to get the carpenters 
to leave the big capital improvements and go to build a house, the 
price of the house as well as the price of the capital improvement 
are both going to go up. 

And when the battle is for materials, in those places the materials 
will cost more and the net result will be that our prices will just rise 
up out of sight. 

Senator Anperson. But we went through the question of shortage 
of materials. We do not have a shortage of materials, do we? 

Secretary Humpurey. We are over that now, I believe, and that is 
one of the reasons why I have said right along, I think this is taking 
hold. I believe that the policies are beginning to operate. 

If, getting back to what you read to me just a minute ago, if this 
had been slammed on harder, it would have worked quicker, but it 
might have been much more difficult. Maybe you could not have 
handled it as well. 

You have got to take it easy. You have got to let it move slowly. 
You have got to have these lags come into the economy. And if the 
lags do not come a piece at a time, if they all come at once, then you 
are in a lot of trouble. 

If you can have the lags and have them just a piece at a time, you 
will adjust out of your troubles instead of having to pitch out of your 
troubles. 
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Senator Anperson. Mr. Secretary, in the last week or 10 days, the 
bond market has been moving up a little bit. How do you explain 
that / 

Secretary Humpurey. I think it is a little easier. It may possibly 
be another one of those “swallows in the spring’; maybe it is just 
a little local move. Maybe we have had—as you, yourself, pointed 
out a minute ago, you have a big demand for money in the early part 
of June because ‘of the tax, and all of these tax Sainh involve large 
transfers of funds around, and it may be just a little reaction from 
that. 

It may be a lag in the float. Every now and then you get a lag 
in float, and that eases the situacion. 

On the other hand, it might possibly be of greater importance. 

Senator Anperson. Well, you know there was some criticism dur- 
ing the Truman administration that it had put some pressure on the 
Federal Reserve to support the bond market a little bit. 

Have you put any pressure on the Federal Reserve / 

Secretary Humpurey. No, we have not. 

Senator Anpverson. Just 2 or 3 short comments here that are along 
the same line. 

Business Week of May 11, 1957, said: 

Treasury not cooperating with the dear-money policy because cooperation 
would mean issuing a longtime security at very high rates of interest. 





I believe you commented 

Secretary Humpurey. I do not know who said that, but I would like 
to see him sell some. There are a lot of things you can do in an 
article that you cannot do when you have got to get the money. 

Senator Anprrson. June 8—I am just reading these things because 
I have been trying to learn from these magazines which obviously 
should know more about it than I do. 

Secretary Humpnrey. Maybe some of them are just writers, you 
know. 

Senator Anperson. Then June 8, it said: 

Sell short-term security at very high rates. This is inflationary. Sell long- 
term securities at high rates. This is deflationary. What is the Treasury to 
do? Apparently, this is a mess. 

Do you agree there is some difficulty here as to what to do? 

Secretary Humpurey. No, I do not think there is much diffic ulty. 
I think it is pretty clear what you can do and what you cannot. And, 
as I have said before, I never thought it very profitable to butt your 
head into a stone wall. 

Senator Anperson. Would it be better to control credit in areas 
where it becomes excessive? You have said, I think, you do not like 
controls. But I am talking about consumer credit and real-estate 
credit. 

Secretary Humpurey. It surely would, if you could. How you do 
it, I do not know. How you can say to a carpenter that, no matter 
what they offer him, he cannot work on putting window frames in an 
office building, but he can work on a house at less pay, and have him 
do it, I do not know. 

I do not know how you do these things. You can do it in articles, 
but when you come to do it in practice, I do not know how you do 
it. 
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Senator Anperson. Well, did we not loosen up real estate credit 
a little bit? 

Senator Humrpurey. Yes, that is right. 

Senator Anprerson. Was that not inflationary ? 

Secretary Humeurey. No, I do not think so. At the time it was 
done, it was, I think, a very proper move. 

And, as we said a minute ago, Senator, if there are practical ways, 
and I am hoping that perhaps in your discussions something will de- 
velop, maybe somebody will get some ideas that will prove practical 
to help to equalize the effect of restraint not to take off the restraint. 
because then it would not work, you see, you must have the restraint 
and it must be effective but to help to create, to alleviate hardships a 
little and make it a little bit more fair. 

If things can be done about that, I would be strong for them, if 
they are practical. 

Senator Anperson. I wanted to ask what the significance was of 
the rise of the rate of interest. Is not the real significance, or at 
least the major factor, that the rise in the rate of interest cuts down 
the supply of money and brings about a redistribution of available 
supply ? 

Secretary Humpnurey. That what? 

Senator Anprerson. Cuts down the supply of money and brings 
about a redistribution of the available supply of money. 

We have touched on that once before as to whether it does, whether 
these high interest rates do not redistribute credit. 

Is that not the chief significance of this higher rate of interest? 
Does it not redistribute credit ? 

I can only say that looking at the note case of a bank just a few 
days ago to see how things were coming, in almost every instance 
the officer of that bank would say, “Now we are going to cut that 
off, because we can get better credit than that. We can get somebody 
else to come in and ask us for that amount of credit.” 

Secretary Humpurey. I think to the extent that those people who 
have so managed their affairs that they are entitled to more credit will 
get credit longer than those people who run out of credit. 

Now, over a period, anybody can run out of credit, but obviously 
when you have a restriction of credit, it is like anything else, the fellows 
who are entitled to it, who have so managed their affairs that they 
are entitled to it the longest, get it the longest. 

Senator Anperson. But sometimes you have to start in business. 

Secretary Humpnurey. This does not necessarily have to do with 
starting and stopping in business. There are some little businesses 
which are far better heeled than some big ones, and some little ones 
that are far better managed than some big ones. 

Senator Anperson. The temptation is, when you have got a chance 
to get a line of credit from a very large and well-organized concern, 
to say it is easier to do business with that than to take on a risk that 
does occur which has some problems in its growth. 

Secretary Humpnurey. I will not agree with that. I think there 
are many small well-managed businesses that you would take on much 
quicker than you would some of these doubtful big company credits. 

I do not want to mention any names, but I could give you some 
names. 
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Senator Anverson. I do not, either, but I could tell you that some 
people who have been applying for credit who have difficulties are 
small firms. 

Secretary Humrurey. There are a lot of people who can have diffi- 
culty with credit because they reach the limit of what they are en- 
titled to. 

Senator Anperson. Is it not true that the rise in the rate of in- 
terest and the reduced supplies of money, relatively speaking, has 
resulted in a redistribution of available supplies of credit in favor 
of the large corporation ? 

I think we dealt with that a moment ago. 

Secretary Humpurey. Yes. 

Senator Anperson. And in State and city governments you do not 
think it redistributes that way. Municipalities are having a very 
hard time; that is what I am thinking about. They had a hearing 
on this, and Arthur Levett, who is comptroller of the State of New 
York, pointed out that in the same town the average interest rate on 
school borrowing was 2.76 in June of 1956, and by November of that 
year it had gone up to 4.078. 

And in 5 years the rate of interest on municipal bonds had gone 
up by 70 percent. 

Do you not think that is a redistribution of credit ? 

Secretary Humpurey. Well, as I said a minute ago, I think, as 
it is restricted, it becomes more selective all the time, as to who is 
entitled to credit and who is not. 

Senator Anperson. Mr. Secretary, do you think that Government 
bonds are being dumped a little bit at the present time? 

Secretary Htmpurey. Well, I do not know. We have watched— 
there have been a few days when it looked as though maybe the market 
was a little disorderly, but, by and large, it has been quite an orderly 
market. 

Senator Anperson. Let me read you some more from Mr. Smith, 
who is a good Ohioan. 

At page 597 of the American Economic Review, 1956, he says: 

The analysis outlined about seems to be illustrated by the course of events 
during the period from December 1954 through September 1955 when the Fed- 
eral Reserve reduced its holdings of Government securities by $1.2 billion, 
member banks increased their borrowings by $500 million, and other factors 
outside the control of the monetary authorities combined to increase reserves 
by about $100 million. The net result was a decline of $600 million in aggregate 
member bank reserves. 

Despite the contraction of member bank reserves, commercial and savings 
banks expanded their loans by $8.9 billion from the end of December through 


the end of September. Commercial and savings banks reduced their holdings 
of Government securities by $7 billion. 


Now, the net effect of all those transactions was a decline in the 
supply of money of about $2.3 billion, and a big share of it was accom- 
plished by the sale of $7 billion of Government bonds by these com- 
mercial banks. 

Do you not think that does result in complicating your problems? 

Secretary Humeurey. Well, it certainly complicates our problems, 
Senator. 

I wish heartily that we could alleviate our problems and let the 
problem fall on everyone else, but that does not work. We are bor- 
rowers, too, and when credit is tightened up on borrowers, it tightens 
up on us. 
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Senator Anperson. That is just what I wanted to hear you talk 
about, tightening up on credit, because I wanted to read you the next 
paragraph now. He said: 

Thus the banking system succeeded in expanding its loans by $8.9 billion, a 
10.3 percent, in the face of a credit policy which produced a reduction of $600 
million in member bank reserves and a reduction of $2.3 billion in the money 
supply. 

So that you did not really tighten up credit, did you? 

Secretary Humpurey. Oh, yes, just what I said in my paper, my 
original statement. 

his credit has been expanding. There is not less credit. There has 
been an expanding credit. But it has not expanded as fast as it other- 
wise would have. 

Senator Anperson. But I thought you just got through talking 
about tightening up on credit. 

Secretary Humenrey. That is right. 

Senator Anperson. How did you tighten up by expanding it? 

Secretary Humpeurey. Because we did not let it expand as fast as 
it would have expanded otherwise. 

Senator Anperson. You reduced the rate of expansion, is that it? 

Secretary Humpurey. That is right. That is what I said in my 
statement. 

People talk about there not being credit and money. There is more 
credit and money than there ever was. But it has not expanded— 
the Federal Reserve has leaned against the wind, and it has not ex- 
panded as rapidly as it otherwise would have. 

But it is not that the credit has been denied or that it is shut off or 
that it is reduced. Credit has expanded during this period. But it 
has not gone wild. 

Senator Anperson. Well, from the end of 1954, the banks had in- 
creased their loans by $25 billion, and disposed net $14 billion of Gov- 
ernment securities. 

Insurance companies, despite rise of assets from December of 1954 
to February of 1957 of $12 billion, disposed of $1.5 billion Govern- 
ment securities. 

Secretary Humpnrey. During that period, and I think they were 
being commended for it, they were taking on mortgages and helping 
building, they were making money available for building, and it was 
a building boom. 

Senator Anperson. Then has the dear-money policy sort of sacri- 
ficed the Government to the expansion of business? 

Secretary Humenrey. No, I do not think so. No. I think it has 
operated all around. It has operated on everybody. We are just 
part of the show. 

Senator Anperson. With these higher rates of interests, savings 
declined, may we not conclude that the objective of increasing the rate 
of interest to get more savings has not been successful ? 

_ Secretary Humpnery. Savings are at a pretty high rate, as I recall 
it. 

Savings in the—— 

Have you got the figures on savings here? 

You see, savings have been going up pretty steadily here, and they 
are at a good high point here. 
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I will just read these. These are personal savings. Suppose I just 
take them for a few years and read them: 

1950, $12.1 billion. Let me just be sure I am getting the years right 
here. 

1950, $12.1 billion. 1951, $18 billion; 1952, $19 billion; 1953, $20 
billion; 1954, $18 billion. I am reading the nearest round figure. 
1955, $16.6; 1956, $21 billion. 

We would like them higher, but they are pretty good. 

Senator Anperson. Who gains from the higher interest rates! 

Secretary Humpurey. Well, I had a table showing a large number 
of people, the distribution of large numbers. 

It is difficult to say exactly, but I believe that there are more people, 
more individuals, who gain than lose. 

I think the ones who pay interest are lesser in numbers than those 
who benefit from interest. But there are millions of people involved 
on both sides. 

Senator Anperson. In these last 4 years, the interest payments have 
increased about 60 percent or 3 times as much as a gain in gross na- 
tional product. 

Secretary Humrurey. Yes. 

Now, millions of people are on both sides of that equation. 

Senator Anprerson. That would indicate a pretty substantial redis- 
tribution of income, at least to that particular group / 

Secretary Humpnurey. Between these groups, they involve millions 
of people both ways. 

Senator ANpERSON. Are you at all concerned over the effects of these 
rising rates of interest upon the position of large and small business? 

Secretary Humpurey. Concerned, yes; alarmed, no. 

We are back now again to the thing you and I were talking about 
just a few minutes ago, the relative burdens and how you try to 
smooth them out somewhat. 

In numbers, of course, there are many, many more small businesses 
than there are large businesses. 

In dollars, the large businesses pay much more interest than the 
small businesses. 

In numbers of people involved, the small businesses are much more 
numerous than the large businesses, so you have many more people 
involved in the small business than you do in the large. 

But I do not think there is anything yet that indicates that the 
disparities—I think you are concerned, and you ought to be and, 
as I said a minute ago, I hope that maybe this committee will come 
up with some ideas, but I do not think there is anything to be alarmed 
about. 

Senator Anperson. I was just looking at the final report of the 
Select Committee on Small Business of the House of Representatives, 
and on page 67 it is noted that $57 million had been disbursed to small 
business by the Small Business Administration. That is a pretty 
small sum, of course, in view of the total amount of credits that are 
outstanding. 

But on page 7 of the report—I jotted this down to be real accurate 
on it—it is noted that the number of firms declined in recent years 
relative to the rise of gross national product. 

On page 15 it is noted that the ratio of profit to stockholders’ in- 
vestment. rose from 10.3 in 1952 to 12.6 percent for all corporations. 
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But for the smallest corporations there was a decline from 9.3 to 
5.5 percent, as compared to an increase from 11.8 to 14.6 percent for 
all:corporations with assets over $100 million. 

Secretary Humrnrey. Well, Senator, I think those statistics, per- 
haps, are just a little misleading in this: that those are all ratios. 
This says that business declined. Now, it leads you to believe you 
have got a declining amount of business. That is untrue. 

Senator Anperson. I am talking about profits. 

Secretary Humpnrey. You have more business than you ever had. 

Senator AnpERSON. I am talking about profits. 

The profits of small corporations declined from an average of 9.3 
to 5.5 percent. 

The profits of those corporations with over $100 million in assets 
went up from 11.8 to 14.6 percent, and I ask you if that does not 
indicate that the high interest rates are helpful to the big corpora- 
tions and harmful to the smaller ones, are good for the strong and bad 
for the weak ? 

Secretary Humpenrey. Well, I don’t know. I do not know that the 
interest rates—whether it is the interest rates or competitive condi- 
tions; I do not know just what would be doing it. 

Senator Anperson. I am willing to say that I do not know, but I 
am just wondering. 

Secretary Humpnurey. The interest may have contributed some- 
thing to it; I would think it would. But I do not think that would be 
necessarily the motivating thing. I think that, as competitive relation- 
ships change, you find that competition will probably have more to 
do with it. 

Senator Anperson. I am going to ask, Mr. Chairman, to just put 
into the record at this point—I cannot identify it right now, but I 
know I clipped it out of Life magazine, on the editorial page, a little 
column entitled “The Top 30 United States Companies—And How 
They Grew. Ranked by 1956 Sales.” 

It shows the net profits of General Motors as having gone up from 
$195.7 million in 1940 to $847.3 million in 1956, 

Standard Oil of New Jersey is up from $123.8 million in 1940 to 
$808.5 million in 1956. 

Gulf Oil has gone up from $22.1 million in 1940 to $282.6 million 
in 1956. 

As a small-business man, I just wonder if the result of this some- 
what tight money has not been that the strong get along better than 
the weak ? 

Secretary Humrurey. Well, now, Senator 

Senator Anperson. I do not say that—all right. 

Secretary Humpurey. You are reading 10-year figures. 

Senator Anperson. No; I am actually reading 16-year figures; I 
grant you that. 

Secretary Humpurey. That is right. When you are reading 16- 
year figures, the interest rates changed relatively little in 13 out of 
those 16 years. 

Senator Anperson. Yes; I would be the very first one to agree 
that 

Secretary Humrnrey. So why would you say that interest had much 
to do with it? 
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Senator Anperson. I am only saying to you I have not had a chance 
to do it, but I can take these corporations over the last few years and 
the statistics developed by the House committee still remain correct, 
that the larger corporations increased their profits over 30 percent, 
while the smaller corporations had their profits dropped by 40 percent, 
and I say somewhere along the line tight money had something to do 
with it. 

Secretary Humrurey. I agree with that. I think it had something 
to do with it. 

The Cuarrman. Without objection, that will be inserted in the 
record. 

(The document referred to follows :) 


The top 30 United States companies—and how they grew—Ranked by 1956 sales 



































Sales (in billions) Net profits (in millions) 
Corporation ae a 2 ; “ 

1940 1956 1940 1956 
pp eek pt gO $1. 79 | $10.7 $195. 7 $847.3 
Standard Oil of New rae 82 | 70 123.8 808. 5 
Sn od Sito ak Kens hence .| BBA secess 236. 5 
United States Steel_.....--- has mak aie paatenes ‘ 1.14 | 4.2 102.2 348. 0 
General Electric_................ name meee 41 | 4.0 | 56. 2 | 213.7 
Socony Mobil.....-...-..----- - 44 | 2.7 36.4 249. 5 
Chrysler Corp-.--- 74 | 2.6 | 37.8 19.9 
Swift & Co__....-- 77 | 2.4 | 11.1 14.0 
Western Electric. . 24 2.3 32.7 81.0 
Gulf Oil __- bata 27 | 2.3 22.1 282.6 

Bethlehem Steel_.- 60 | 2.3 48.6 161.4 
Texas Co bitten Ldindwnae 34 | 2.0 | 31.5 302. 2 
Armour ?_. biiiadidommmos Si : 1. 40 | 2.0 | 16.2 14.6 
Standard Oil, Indiana. : a 35 | 1.8 | 33.5 149.4 
Bs BS casi iiatehamntice dine ninince bene adiiuinlieas ; . 35 1.8 86.9 3R3. 4 
eR ES cae (ditbahecebohodeciann 2 . 25 1.6 | 15.6 135.8 
OS 3 ae iatimbnaksdhecseusneescndéns Jae . 23 1.5 18.9 3.4 
Standard Oil of California........-.......------------- a | 1.4 22.4 267.8 
a .  eninnaeabna wale 21 1.3 10.3 62.4 
Wrenbbnal Wielr ea oki ii kia Se cdhdtde re . 34 1.3 11.0 41.7 
Union Carbide & Chemical = di ma 1.3 42.2 146, 2 
International Harvester seincsindaiietlialieds tilda .3l 1.2 23.1 49.6 
Republie Steel__-_...--- sea picts sah tw cbietehatn sberlin ieee . 30 1.2 21.1 90.4 
I 26 oe CR OR os dias apweiekdgeibho oa mabange . 21 1.1 3.7 95.9 
a pip tidennamngh tek ieddend Lab bie } . 68 | 1.1 9.1 40.0 
TE aceeimeceeend 18 | 1.1} 8.6 60.5 
Douglas Aircraft...............-. ih obodbbiddnn hdcink . 06 1.0 | 10.8 33, 2 
General Dynamics 3__.............-..-- hice dice Se . 02 | 1.0 4.1 31.9 
Procter & Gamble. .................. bt, Wiles cecal . 20 1.0 28.6 59.3 
een Meee cat i) sso. sed deintlnn dads ll 1.0} 11.5 95. 2 











1 Ford does not know its 1940 figures. 
2 1940 totals include Armour of Illinois and Delaware. 
3 Adjusted for mergers. 


Senator Anperson. I will get off the subject of interest rates for a 
while, which is a relief, and get to the question of intermediaries, 
because these concern me, I assure you. 

Does it do any good to keep the supply of money in check if the 
total activity of money increases still more? 

Secretary Humerurey. Well, the relationship between volume and 
acceleration is a very difficult problem, and I am afraid I am not 
enough of a student to be very helpful in that regard. 

Senator Anperson. I used to have a professor who talked a great 
deal about the velocity of trade. 

Secretary Humpnrry. That is right, volume and velocity. 

T am just an ordinary businessman, and I know more about experi- 
ence than I do from books. 
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Senator ANpErson. Well, do you control the amount of lending 
done by the financial intermediaries, the savings banks, the insurance 
- One the Government credit agencies, the pension funds, and 
the like 

Secretary Humpurey. You have mentioned an awful lot there. 

Senator ANnpDerson. I will take them one by one. 

Secretary Humpurey. Yes. 

Senator ANprrson. Savings banks, Do you control the amount of 
lending done by the movings lala’ 

Secretary Humpurry. Does the Treasury ? 

Senator ANpErson. Yes. 

Secretary Humpnrry. No. 

Senator Anprrson. Insurance companies ? 

Secretary Humpnrey. No. 

Senator ANprerson. Government credit agencies? 

Secretary Humpurey. Some we do not control, but we participate 
in the decision. 

Senator ANperson. But do not control ? 

Secretary Humpurey. We do not control it; no. But we have 
representation on some of them, and we have consultation with them, 
and under the NAC we have a coordinating responsibility with some 
of them. 

So that I would say that we had some effect upon the lending activi- 
ties of most of the governmental agencies, but not all of them. 

Senator ANpERsoN. We will come to that later. 

Secretary Humrnrey. It may be rather intangible in some respects. 

Senator ANperson. When Secretary Burgess was testifying he told 
us that the assets of commercial banks from 1952 to 1956 had increased 
13 percent as compared with 30 percent for life insurance companies, 
27 percent for mutual savings banks, and 90 percent for savings and 
loan associations. 

Until the monetary system or the monetary authorities have some 
way to deal with these financial intermediaries, is not the restraining 
influence of commercial banks not going to be very great ? 

Secretary Humrurey. Well, it is definitely less than it would be 
if they all were subject to the same restraint. 

Senator Anperson. If you have a credit policy that says, “We are 
going to try to restrict the operations of the commercial banks just 
a little bit, but the building and loan associations can go wild, and 
the life insurance companies can move into the field and lend $100 
million to an industrial organization for a hundred years” 

Secretary Humrurey. It is obviously not as effective as it would 
be if they were all subject to the same operation. 

Senator Anperson. Is it not true that in the years 1953 and 1955-56 
while the Treasury and the Federal Reserve on the one hand were 
trying to establish a somewhat tighter money policy, that the Gov- 
ernment credit agencies, on the other hand, were increasing the total 
supply of credit? There had been a steady rise in the total amount 
of credit by these Government agencies. 

Is there any attempt made to coordinate the credit policies of the 20 
or so Government agencies ? 

Secretary Humpnrry. Yes, there is, Senator; but it is extremely 
difficult because of the independent approaches to the problem, largely 

93633—57——37 
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in their authority from Congress, and I will cite to you the recent 
housing bill. 

A. request was made for an amount of money, and it was substan- 
tially increased by the Congress. 

Some of the idploultural: policies are adopted by the Congress with 
respect to that particular thing, and without regard to the overall 
aspects. I think that as long as that continues, you can have just 
what you indicated a minute ago, you can have piecemeal policies which 
are different from overall policies, because they are established by 
special acts of the Congress that cannot be coordinated. 

Senator Anperson. That is exactly what I was trying to get to, 
Mr. Secretary. 

I think it 1s possible for the Federal Reserve group to take a posi- 
tion that it would like to restrict credit a little bit, and then have 
that completely nullified by the operations of Government agencies 
themselves. 

Secretary Humpurey. In some area by the passage of a law or an 
appropriation for some area that would be just contrary to what the 
other policy was. 

Senator Anperson. That is why I asked you just a minute ago—- 

Secretary Humpnrny. We see that happen. 

Senator ANDERSON. That is why I suggested a moment ago that it 
might be desirable to have a monetary commission that did look at 
the overall effects of the policies. I realize it would be a very difficult 
thing to do. 

Secretary Humpurey. Well, if the monetary commission, or what- 
ever the group was, was really authoritative so that Congress would 
not pass laws that went contrary to whatever the policy was that was 
adopted, or that the Executive would not do things that were con- 
trary, even perhaps a more effective clearinghouse might be desirable. 

Senator Anprrson. Mr. Secretary, I based what I had said on 
experience I had in a Government agency when I felt that during a 
period of great prosperity there should be some repayment of loans 
heretofore made—— 

Secretary Humpurey. Yes. 

Senator ANDERSON (continuing). And found that we had 2 types of 
lending agency: 1, dealing in hard credit, and 1 dealing in soft 
credit. 

Secretary Humpenrey. That is right. 

Senator Anperson. When I tried to restrict the hard credit a little 
bit and get some money into the till, the people in the soft credit 
agencies went out and neutralized all my work in very fine fashion. 

Secretary Humpurey. I share your concern. 

Senator ANpEeRsoN. You cannot move in two directions at the same 
time and get very far with a policy. 

Secretary Humenrey. Well, we often try. { Laughter. | 

Senator Anperson. I just want to put in the record here that loans 
and investments of these Government agencies in fiscal year 1956 were 
$17.1 billion; in 1957 it was $18.4 billion; in 1958, $19.6 billion, a rise 
of 15 percent in the loans and investments. 

But in the guaranties and insurance, which is equally important, it 
went from $51 billion in 1956 to $57.8 billion in 195 oh to $65.5 billion in 
1958, or a rise of 28 percent. 





FINANCIAL CONDITION OF THE UNITED STATES 571 


That‘is‘out of the 1957 budget; page 1106, and I tell you it is evidence 
that credit policy does not completely succeed. 

Instéad of asking you to comment, Mr. Secretary, I am going to 
ask, Mr. Chairman, if I can put into the record some quotations to 
indicate that the Treasury does not have statutory authority to coordi- 
nate and control the activities of the various Government agencies 
that insure loans to private domestic borrowers. 

The CHarman. Without objection, so ordered. 

(The quotations referred to follow :) 


{From pp. 25, 26, 269, and 270 of vol. 1 of the 1952 full-scale investigation of monetary 
olicy and the management of the public debt, before the Joint Committee on the 
Seonomic Report] 


It will be noted from the data supplied in the answer to question 5 that the 
Treasury does not have statutory authority to coordinate or control the activities 
of the various Government agencies that lend and insure loans to private domes- 
tic borrowers. The policies and operations of these agencies are reviewed by 
the Bureau of the Budget in the formulation of the President’s Budget each year 
and are subject to further review by the Congress in connection with its con- 
sideration of the budget. The heads of the lending, insuring, and guaranteeing 
ugencies are responsible to the President; and the decisions which they make 
must be made in accordance with his policies, except, of course, where Congress 
has itself issued explicit policy directions for making or insuring loans. The 
heads of these agencies also frequently consult with the Treasury Department, 
as referred to in the answer to question 5, in connection with their financing 
matters (p: 25). 

In carrying out their functions, the Federal lending agencies do not have 
responsibility for the general credit and monetary situation. Their common in- 
terest, with the Federal Reserve rests in the fact that their activities may affect 
and be’ affected by the credit and monetary operations of the Federal Reserve 
System in carrying out its responsibilities for adjusting the supply, availability, 
and cost,of money to the changing needs of the economy (p. 269). 

The operations of Federal lending and guaranteeing agencies promote partic- 
ular activities, which are regarded by the Congress as desirable or essential, and 
they are generally intended to do so in a way that puts available funds to more 
aetive tise and stimulates economic activity. The policies of the Federal Reserve 
may at times make it easier or more difficult for these agencies, or the insured 
lenders, to raise funds. 

Conversely, the existence of the demands of these agencies in the money 
markét may at times interfere with or make difficult the carrying out of appro- 
priate Federal Reserve policies. 

No arrangements exist at present for cooperation between Federal lending 
agencies as a group and the Federal Reserve System on matters that affect 
credit and money. Under existing arrangements cooperation is on an individual 
ugency basis through the informal, voluntary efforts of the responsible officials 
Such efferts have been actively encouraged by the Bureau of the Budget in it 
contacts with the agencies. 


Senator ANnperson. They do not really consult you, Mr. Secre- 
tary, these Government agencies that are lending money ? 

_Secretary Humpnrey. Well, some do, Senator; some much more 
than others. ' 

One illustration is the Export-Import Bank and the World Bank.. 
We have a Director on the Board of the World Bank. 

On the other hand, there are others where we have a very small 
voice. , 

Senator Anperson. Well, in the hearing that the Committee.on the 
Economie Report. had on the public debt, pages 25, 26, 269, and 
270—-I am not going to go through all of them—but they said that no 
arrangémerits exist at present for cooperation between Federal lend- 
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ing agencies as a group and the Federal Reserve System on matters 
that affect credit and money. 

Under existing arrangements, cooperation is on an individual agency 
basis through the informal, voluntary efforts of the responsible off- 
cials. Such efforts have been actively encouraged by the Bureau of 
the Budget in its contacts with the agencies. That is what they said. 

Secretary Humpnrey. Well, I would not think that was exactly 
right. Now, we do not control anynouy. The Congress has seen fit to 
set up these things, and I approve. This is in no way critical. 

They set up these independent agencies. Let us take the Fanny 
May. They set it up as an independent agency with full authority 
to go ahead and run their business. 

7e have powers or rights of consultation, and to the extent that we 
can influence through consultation and the passage of knowledge, 
and so forth, it is helpful. 

But from the pone of view of having any right to coordinate, we 
do not have it. But neither is it fair nor right to say that there is 
none. 

Senator Anperson. Well, Mr. Secretary, I am going to change my 
request to put these in the record because what I have been reading 
from is the reply of the Secretary of the Treasury of the United States. 

Secretary Humeurey. Yes. 

Senator Anperson. His reply to a committee of the Congress. 

Secretary Humrureyr. Yes, 

When was that made? 

Senator Anprrson. It was not your reply. It was prepared by 
another Secretary of the Treasury, but you and I would recognize 
that we depend upon staff officers in Cabinet responsibilities, and that 
obviously the same person who gangs that for Secretary Snyder 
would probably have prepared this sort of report for you. 

Secretary Humpurey. I do not know. It may be—maybe things 
are a little different. 

Senator ANpERsoN. Well, it could be. But I have been over to the 
Department of Agriculture a few times since I left it, and the same 
general rules of organization still exist over there. The career people 
still have a good deal tosay. The question was asked 

Secretary Humpnrey. I do not think we are varying in our thoughts 
here very much. Ido not for a minute contend we have any control. 

I do, however, think it is not fair to say there is no attempt at 
coordination. 

Senator ANprerson. Well, question No. 6 before this Monetary 
Committee was: 

What additional authority of the Treasury Department with respect to the 
Federal Deposit Insurance Corporation and the Federal lending agencies would 
you consider desirable— 
and so forth? 

The question was answered in this fashion—the first was: 





It will be noted from the data supplied in the answer to question 5 that the 
Treasury does not have statutory authority to coordinate or control the activities 
of the various Government agencies that lend and insure loans to private domestic 
borrowers. The policies and operations of these agencies are reviewed by the 
Bureau of the Budget in the formulation of the President’s budget each year and 
are subject to further review by the Congress in connection with its consideration 
of the budget. 
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The heads of the lending, insuring, and guaranteeing agencies are responsible 
to the President ; and the decisions which they make must be made in accordance 
with his policies, except, of course, where Congress has itself issued explicit 
policy directions for making or insuring loans. The heads of these agencies also 
frequently consult with the Treasury Department, as referred to in the answer 
to question 5, in connection with their financing matters. 

eee Humpurey. This is all I am talking about; that is exactly 
right. 

enator ANDERSON. But he says it has no statutory authority to 
control it in any way. 

Secretary Humrenrey. That is correct. We have no right to control 
them at all, except to persuade them as to what might be advisable 
policy. It is just what it says there. 

I agree with that exactly as you read it. 

Senator Anperson. I am glad to have you say that because I was 
sure you would. There has been no statutory change. 

Secretary Humrnkey. I think maybe we try to be persuasive, I will 
put it that way. 

Senator Anperson. I am interested in this, Mr. Secretary, because 
I do not, believe we will ever come into full control of attempts to 
regulate credit so that it does move gently up and down in a manner 
that does not dislocate our whole economy unless we have some control 
somewhere or something to say about these Federal lending agencies. 

I read now from page 269. 

Secretary Huspnrey. I think you are pursuing a very worthwhile 
subject. 

Senator ANpErRson (reading) : 

Federal lending agencies comprise more than 20 individual agencies that make 
credit available to specified types or to specified groups of private borrowers, 
either by lending directly or insuring or guaranteeing loans made by private 
financial institutions. 

Altogether these agencies are responsible for a substantial volume of credit 
extension. There are outstanding loans and loan guarantees, and insurance, 
domestic and foreign, has increased at an average annual rate of $5% Dillion 
since 1946. 

It has been moving along pretty rapidly in that direction. 

Secretary Humpnrey. That is right. 

Senator ANperson. Would it not be better to have an improved inte- 
gration of the depatments that are concerned with the disposal of 
credit? Ido not want to put it all to you exactly, but Mr. Bell made 
some long statements on this when the monetary policy hearings were 
on, and it does strike me that 

Secretary Humpurey. I can say without any reservation that it is a 
subject well worthy of study. 

Senator Anperson. Now, there has been in your statement a good 
deal about prosperity and the wide distribution of gains, 

The distribution of income from 1941 to 1950 by the Department of 
Commerce showed a great improvement in distribution, with low- 
income groups improving their positions very substantially. 

I have a table which, Mr. Chairman, I would like to put in the 
record at this point. 

The CHamman. Without objection, so ordered. 

(The table referred to follows :) 
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Average family personal income after Federal individual income taw. liability, 
for quintiles and. top 5 percent of consumer units ranked by size of after-taw 
incomes, 1941 and 1950 
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| 1941 to 1950 
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It shows the average family personal income after Federal indi- 
vidual income tax liability, the lowest groups increased their purchas- 
ing power 42 percent from 1941 to 1950. 

The second group, that is, the people who get from about $1,000 in 
1941, and an average of $1,730 in 1950, in terms of previous dollars 
they made about $2,360. They increased 37 percent. 

The next group increased 24 percent; the fourth group increased 
16 percent; and the highest group of all had an average of $8,000 a 
year and increased only.8 percent. 

Secretary Humpurey. ds course, that is after taxes. 

Senator Anperson. Yes. 

Secretary Humpnrey. That makes a big difference. 

Senator Anperson, Yes. 

The top 5 percent of all the people in the country actually had a 
“decrease of 2 percent because of very high tax rates. 

Secretary Humpurey. I think a more illustrative comparison would 
be before taxes. But this is very valuable because this is what is left 
to spend. 

Senator Anprerson. Yes. 

Have these conditions continued in the Eisenhower administration ? 

Secretary Humrurey. I have not such a table, but I will get one and 
present, it. 

Senator Anprerson. I think it stayed at about the level, but there has 
not. been any real. growth in.the last'4 years. 

Secretary Humpnrey. I just cannot answer, but we will try to pre- 
pare a table along exactly those lines and present it. 

Senator Anperson. Thank you. 

I will turn this table in, then, for the record and I will supply you, 
Mr. Secretary, a copy of it later. If I forget it, which I have been 
known to do, you remind me of it. 

Secretary Humrurey. I will ask for it. 

(The material referred to by Senator Anderson was prepared by the 
Department of Commerce and the Treasury has been advised that no 
estimate of this type has been prepared for either 1955 or 1956.) 

Senator Anperson. Let me go to the maturities of the Government 
debt. 

It has been your objective to increase the maturities of the Govern- 
ment debt. Is there any hope that you see of solving that problem in 
the near future? 
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I recognize the problem, and I do not bring it up critically. 

Secretary Humpurey. We have discussed the difficulties of it. 

Of course, there is one thing which has not been stressed that I want 
to mention, and that is that this is one of those cases where you have 
to keep running in order to stand still, because the calendar keeps mov- 
ing on you, and the whole debt keeps getting a year nearer to maturity 
every year that goes by, so that if you just stand still you have made 
a lot of progress. 

Senator Anprerson. Yes. But 

Secretary Humpurey. That does not do you too much good. You 
ought to go much further than that, and your objectives should be to 
go further. 

Senator Anperson. I hate to be quoting Business Week, but I find 
something material in that. I noticed in the June 29 issue on financial 
briefs; it says: 

Government debt of $83.5 billion falls due within the next 12 months. ‘The 
biggest single maturity will be the first $12 billion of 234 notes due on August 1. 

Now Mr. Secretary, that is just around the corner. 

Secretary Humrnrey. I am very much aware of that, Mr. Senator. 

Senator Anperson. Have you any plans for this next headache? 

Secretary Humpurey. We are doing a great deal of thinking and 
planning about it all the time that Iam not here. [Laughter.] 

Senator Anperson. I will try to turn you back to think some more 
as soon as I can. But I just read this paragraph in which it mentioned 
the new Secretary of the Treasury and it said he is inheriting a gigantic 
headache. If he continues selling short-term securities at whatever 
price he can, debt management will be an inflationary force. But if he 
Sie to stretch out the debt, the price he may have to pay for long- 
term funds may raise the entire interest rate structure to a level that 
would bring on a deflationary slide. 

So I think we would all agree, would we not, that this question of 
maturities is a very urgent and important one? 

Secretary Humpurey. It is an important problem and, as I said the 
other day, I do not want to in any way minimize it, minimize the 
problem. 

It isa problem. I do not want to in any way minimize the fact that 
we did not make the progress we had hoped to make, or anything 
like it. 

Biit tliisis a problem that is with you always, and there is no solving 
of this problem. This is just a problem that you move on as you can, 
and then just the passage of time keeps moving you right back to 
to where you were before. 

So that you just are continuously, as long as we have this debt, with 
this problem ; this problem will be with us in an acute stage. 

Senator Anprerson. Now, turning to the budget for just a few 
minutes, you have commented on the balanced budget. 

Is it your belief that the current budget is balanced ? 

Secretary Humpenrey. That what? 

Senator ANperson. This current budget for 1958 is balanced ? 

Secretary Humpnrey. That is for the year we are in right today? 

Senator Anperson. That is right. 

Secretary Humprurey. I believe it will be; yes, sir. I believe if esti- 
mates come out, it will be. 
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Senator AnpErson. Well, it depends upon a postal increase ? 

Secretary Humenrey. Yes; partly. 

Senator Anperson. Do you think that postal increase is going to 
be voted? Congress has been in session a good deal as of now. 

Secretary Humrurey. Quite a while. 

Senator Anperson. Is there any congressional adviser—and I am 
now looking at one who knows as much about it as anybody—has any 
congressional adviser told you that it is going to pass? 

ecretary Humpurey. I am going to ask him. 

Senator Anprrson. He is too smart to predict. [Laughter.] 

Secretary Humrnurey. As you know, Senator, in these budgets there 
are ups and downs and various things, and I certainly would deplore 
the day that we did not feel that we could balance it. 

Senator Anperson. Mr. Secretary, my question is not designed to be 
critical of your testimony with reference to the balanced budget. It 
is only that I feel that one of the very hard steps that we must take 
is to bring the budget in balance. 

Secretary Humpuney. I agree. 

Senator Anperson. And have some surplus. I am worried about 
it, and the only way we can possibly bring it in balance is by reducing 
expenditures. 

ecretary Humpurey. I agree, and I could not agree more. 

Senator Anperson. And, therefore, I was wondering if it was not 
important to point out that the budget is only tentatively balanced. 

retary Humpurey. Very close. 

Senator Anperson. But dangerously. 

Secretary Humpurey. Too close. 

Senator Anperson. But it could be somewhat thrown out of balance. 

If it is balanced, how do you account for the $1.7 billion in trust 
funds which do not appear in the budget for public-road expenditures? 

Senator Humpurey. You see, that is not in on either side. That 
was deliberately kept out on both sides just so that, it could not be used. 

The chairman has, I am sure of this, the chairman has this very 
firmly in mind because we worked very closely together on it. In fact, 
the chairman is responsible for getting this, I think, very wholesome 
provision in that we could not take an excess and credit it as a balance 
in a budget some year when we were going to have to spend it the next. 

So that the road fund, as it now stands, I think, is a very healthy 
fund and a method of doing business. 

It stands on. its own feet. A credit cannot be used as a figure to 
help balance a budget of a preceding year, and if the funds run out 
the work stops. 

Senator Anperson. What about the proposal that is now pending 
for this so-called lease-purchase arrangement on public buildings; 
isn’t that largely an attempt to get around the budget by not having 
expenditures appear at the present time and spreading it over 25 years! 

ecretary Humpurey. Well, that is following somewhat these prac- 
tices that have been adopted in industry, and it is like personal credits 
and all those things. It is postponing the evil day. 

Senator ANnperson. I admit it. But it does seem to me if we are 
going to build a Federal building some place and it is going to cost 
$50 million, even though they put it on a lease-purchase arrangement, 
it might better show up in the budget. I admit it does not all get 
spent that first year. 
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What about the switch to guaranties in place of loans? 

Secretary Humpurey. I personally am very much opposed to guar- 
anties. I think that we ought to resist guaranties everywhere that 
we can. 

When I was a very young man my father told me “You can put 
your name on the front of the check but not on the back.” [Laughter.] 

Senator Anperson. The National Tax Association had a bulletin 
by a Mr. Dirks, an economist, and I am sorry it is rather long, but 
I will try to read it: 

But the recent estimate of $2.8 billion for this year, which is shown on table 
2, is, perhaps, deceptive in that it does not represent a real decline in aid opera- 
tions, from the previous year, but only a shift in their financing from the 
Government (Commodity Credit Corporation) to the banking system in the 
amount of $1.2 billion. 

The further reduction in expenditures indicated for fiscal 1955 may prove 
illusory also. 

A leveling off of agricultural exports together with acreage limitations on 
wheat and cotton planting are expected to reduce price support operations only 
slightly, and the main reduction in dollar expenditures thus hinges on a fairly 
large turnover of funds previously invested in loans and commodities; if this 
should not materialize, larger disbursements or increased private financing will 
be required. 

In this connection it is to be noted also that the shift from Government 
to private financing represents a postponement rather than a reduction in 
the ultimate cost of price support operations for the Government. 

That, refers, of course, to a practice that you and I understood of 
things that took place in agriculture when some of these obligations 
were shifted out to banks instead of being held by the Government. 

Secretary Humruerry. That is right. 

Senator Anperson. Thereby the payments helped balance the bud- 
get, but really did not help improve our financial condition. 

Secretary Humpnrey. That is exactly right. 

Senator Anperson. I am glad to have you agree with me because 
that is exactly the way I thought about it. 

Then to continue reading: 

The decline in expenditures shown in the table for publie works and housing 
between 1953 and 1955 reflects partly a drop of $300 million, or 30 percent, in 
reclamation and rivers-and-harbors projects, together with the transfer to 
private financing of over $700 million in housing mortgages and obligations 
previously financed by the Federal National Mortgage Association and the 
Public Housing Administration. 

Here, as in the case of agriculture, while the shift from Government to 
private financing is reducing expenditures as they are conveniently accounted, 
it evidently represents a different kind of reduction than that of the defense 
program, which involves a smaller consumption of real services and materials. 


Secretary Humrnrey. I think that is true, and yet that is quite dif- 
ferent from the other. 

Senator Anprerson. Yes. 

Secretary Humrurey. The housing financing going into private 
hands has a real prospect of permanence and liquidation, payment. 
To that extent it is a good std wholesome and proper operation. 

Senator Anperson. The point I was trying to make was you do 
not balance the budget by merely failing to appropriate. 

Secretary Humpnrey. No. But, on the other hand, if housing can 
be financed privately instead of through the Government, you do not 
need to include the money in the budget that was privately supplied. 
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Senator Anperson. But each year now we have had expenditures 
a little bit higher than we had anticipated. 
Secretary Humpurey. That is right. 

Senator Anprerson. And, therefore, we probably need to be pretty 
careful or we some time might find 

Secretary Humrurey. I certainly agree we need to be pretty careful. 

Senator Anperson. All right. 

In your statement you comment on the rise of taxes from $5 billion 
to $65 billion from 1939 to 1952—just to go to your statement for a 
minute. Would it not have been proper to point out that this increase 
was the result of war 

Secretary Humrpnrey. Oh, yes. 

Senator Anperson (continuing). And would it not be also relevant 
to point out that during the same period, from 1939 to 1952, there was 
an increase in the gross national product from $91 billion to $345 
billion or an increase in gross national product 

Secretary Humpurey. Those are both facts. 

ee AnNverson (continuing). Four times the amount of the 
other 

Secretary Humpurey. Those are both facts. 

Senator Anperson. Has there not been a substantial rise in pay- 
—, the Treasury, in the cash payments of the Treasury, all these 

ears? 
- Secretary Humpurey. Senator Kerr asked something about that, 
and I did not quite get what it was. 

Senator Anperson. I know he did, and I said I was not going to 
try to cover old ground. 

Secretary Humrnurey. I could not quite—— 

Senator Anprrson. Let us just take these cash receipts and cash 
payments. 

In fiscal year 1953—I wonder if I can find you a copy of that so you 
can follow it. 

I do not guarantee this, Mr. Secretary. If this proves to be incor- 
rect, I have no one to blame but myself, but the figures were not easy 
to work out. 

In 1953 the cash receipts from the public were about $70 billion. 
That is on a calendar-year basis. I am sorry but I cannot find 
figures—— 

Secretary Humpnurey. I know; we ran into the same trouble. 

Senator AnpErson. Cash payments to the public ran $76.2 billion 
on a calendar year basis. 

I amon a fiscal basis in 1956; $77.1 billion cash receipts, $72.6 billion 
cash payments. 

Secretary Humpurey. Yes. 

Senator Anperson. The 1957 estimate, $81.7 billion in cash re- 
ceipts; $78.2 billion in cash payments; and 1958 estimated is $85.9 
billion cash receipts from the public; and $82.9 billion payments to 
the public. 

Secretary Humpnrey. Yes. 

Senator Anperson. Are not these cash figures getting up pretty 
high, don’t. you think, because I know theer are trust funds and every- 
thing else in there. 

Secretary Humpnurey. They are high, there is no question about 
that. It is a terrific amount of money. 
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Senator Anperson. Do you not feel sometimes, Mr. Secretary, that 
the good old practice of running a day book, where you accounted for 
all the money you took in each day and all the money you spent each 
day, would be useful after a while to see how much we actually spend 
in this Government ? 

Secretary Humpnrey. Well, our cash accounts do pretty nearly 
cover that. You mean 

Senator Aneprson. Our budget, we will say, is $71.8 billion. 

Secretary Humpurey. That is right. 

Senator Anprerson. But we are going to take in $85.9 billion, be- 
cause we are taking in money for social security 

Secretary Humpnrey. You are taking in money for all these funds. 

Senator Anperson. For all these extra funds, so the cash coming 
into the Federal Government is pretty large. 

Secretary Humpurey. Of course, that is going to increase, Mr. 
Senator, as these funds grow. 

Senator Anperson. There was one question that came up in your 
discussion with Senator Malone that I wanted to refer to. I am not 
sure that I had your question or your reply to his question correctly, 
but I thought I heard you say that the one and only objective of taxes 
was to raise revenue. Did I hear you correctly? 

Secretary Humpnrey. You certainly did, and only except I did not 
say “one.” T said I thought that was the only objective. 

Senator Anprerson. Well, I said the one and only objective is to 
raise revenue. 

Secretary Humpnrey. That is right. 

Senator Anprrson. Don’t you believe that there is some distribu- 
tional effects of taxes besides the raising of revenue ? 

Secretary Humpnrey. There are distributional effects, but they 
should not be objectives. 

The objective of taxes, in my opinion, should be simply to raise, in 
the fairest proportion among the people in the fairest possible wa 
to raise, the money the Government has to spend to pay its bills, and 
the tax system should not be used for other purposes to create reforms 
or to grant benefits or prejudices to one class or another or to hide 
subsidies or to do any of these other things. 

Senator Anprrson. A long time ago Adam Smith had a lot of other 
ideas. 

Secretary Humrnrey. The tax system, Senator, you know the tax 
system, the power to tax is the power to destroy. 

Senator Anperson. Yes. 

Secretary Humrurey. Through abuse of the tax system you can 
destroy any group, any class, any number of people, and you can 
abuse the tax system in the most terrible ways if you use it for 
anything but for the raising of funds as fairly distributed as possible 
to pay your bills. 

Senator Anprerson. I was in the House of Representatives when 
World War II started, and I recall quite well I proposed a scale of 
taxation—I was not on the Ways and Means Committee—which was 
far more severe than even the existing tax rates or the contemplated 
tax rates, on the ground that one way to control inflation was to 
siphon off as much of the excess money that people were getting in 
various construction jobs, and thereby prevent the impact of that 
money on our economy. 
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Therefore, I wondered if taxes are only used to raise revenue or 
ever used for public policy. 

Secretary Humpurey. Now, wait, you are saying something quite 
different now. You are saying, Are they ever used or have they ever 
oon They certainly have, but, in my opinion, they should not have 

n. 

Senator Anprrson. I am willing to grant that I said something 
that you did not say. I was trying to get to what you do say. 

You say they should not have been. 

Secretary Humeurey. That is right. 

Senator Anprerson. You do not believe in using taxes to siphon 
off income, then ? 

Secretary Humpurey. I do not. I believe that the greatest. abuses 
= grow under cover and in hidden ways, subsidies and all sorts of 
things. 

Senator Anperson. Well, income taxes are not level. They are 
put on to redistribute money a little bit, are they not? 

Secretary Humpurey. No; the basis upon which we have a grad- 
uated income tax is based on the fair distribution of ability to pay. 

Senator Anperson. That is another way of saying redistributing it. 

Secretary Humpnurey. Oh, well, the effect is, but that is not the 
purpose. Here isthe difference. 

If you decide that you want to fairly apportion a tax burden of 
so many dollars over your population, and the 3 of us can pay and 
will pay different rates, that is a proper way to get a fair distribution 
among the 3 of us that we will agree is fair for us to pay. 

But if you want to limit me or I want to limit you so that you 
just cannot have more than $2,000 of income, and I do it by putting a 
tax rate on you that will take it all away from you for the pur- 
pose of limiting you, because I think your activities are not a proper 
kind, or we do not like you or something of that kind, that is a 
completely wrong use, or to give the chairman a bonus because we 
want more apples grown. [ Laughter. | 

Senator ANperson. I am with thechairman. [ Laughter. ] 

Secretary Humpurey. Now, that is wrong. 

Senator Anperson. I have had some of his apples, and I am in 
favor of giving him another bonus. 

Secretary Humrurey. Well, I would be for that one thing. 
{ Laughter. ] ; 

Secretary Humrpnrey. But that is wrong, and I am going to illus- 
trate it by a thing I have just been battling, that shows how easy it is 
to create a subsidy, a hidden subsidy, and that is the thing that the 
chairman and I oon had such problems about—and that is rapid 
amortization. 

Now, you can create hidden subsidies through the tax system. You 
can do all sorts of things in a hidden way, and they can be very 
vicious. 

The minute you get off the track of raising money, that taxes are 
to raise money and for no other purpose, and that the only thing to do 
is to fairly apportion who you get it from, for the purpose of paying 
bills, and not for other purposes, you will get into a lot of trouble. 

Senator Anprrson. Well, I still feel it has certain other fiscal jobs 
to do. 
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Secretary Humpurey. It can have other effects, but you should not 
use it. You should not fall for it. 

Senator ANpErson. We will not go into that. 

I want to be real sure I heard you, because if you want to only 
raise money—— 

Secretary Humpnurey. I am sure you heard me. 

Senator ANpEerson. You want to raise money for the Treasury—— 

Secretary Humepnrey. That is right. 

Senator ANnperson (continuing). The easiest thing Congress can 
do is to come here and pass a manufacturers’ tax or sales tax and raise 
all kinds of money. 

Secretary Humpurey. That is right. 

Senator AnpEerson. But it is an improper burden and a wrong bur- 
den. If you want to do a fiscal job it is an easy way to do it, and that 
is why I was concerned when you said the only thing about it was to 
raise revenue. I think it has a real important thing to do, and I 
think it has a real inflation job it can do. 

Secretary Humrnrry. I will not argue with you on that. I will 
argue that with you some other time. 

senator ANpERSON. Now, to come to inflation: Your statment con- 
centrated on the problem of inflation for a long time. 

We all agree, of course, that inflation is a pretty serious matter, 
and we should certainly do everything possible to contain it. 

But is it not also true that one of the fruits of a small rise of prices 
is often a large rise in output? Would you not agree if we had a 
1-percent rise in inflation and a 5-percent rise in output that this 
might be a desirable relationship ? 

Secretary Humrurey. I do not know how you would get that. 

Senator Anperson. You do have it at times. We have had periods 
when you have had a little inflation and a large supply. 

Secretary Humpurey. I would put it this way: Twould rather have 
the rise in output without the inflation. 

Senator ANperson. Well, was the record bad in World War II as 
compared with 1956 and 1957 on the rise in prices? 

As Senator Long pointed out, those deficits were in the order of 
$75 billion in today’s prices. 

Secretary Humpurey. We can add them right up here. 

Let me see, you would take 1946 through 

Senator Anperson. I am taking World War II. I am taking 1941 
through 1945 or 1946, 

Secretary Humpurey. I see; 1941 through 1945? 

Senator Anperson. That is right. I think prices rose less than 
5 percent or right around 5 percent for the year through those years. 

Secretary Humpurey. That is right; 5.2, I think, was the average 
for the 5 years. Here it is right here: 5.2 was the average. There 
was 3.6 in the last year. 

Senator Anprerson. Last year ? 

Secretary Humpurey. Yes; 3.6 from May 1956 to May 1957. 

Senator Anperson. So that small rise was not too bad a job when 
we had a $75-billion deficit, was it? We were hitting enormous 
deficits each year. 

Secretary RR Oh, yes; that is right. 


Senator Anperson. I just thought it was not too bad a job. 
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Have the financial assets of consumers risen very greatly in, these 
recent years ¢ 

Secretary Humpnrey. I do not know how to answer that. 

Senator Anperson. The President’s economic report shows that 
from 1946 to 1956 there was an increase in selected financial assets 
of consumers from $181 billion to $270 billion. 

Secretary Humpurey. I suppose that means washing machines and 
gadgets of various kinds ? 

Senator ANperson. Yes. 

Secretary Humrurey. Oh, savings? You mean liquid assets or 
physical assets ? 

Senator ANpERSON. Financial assets. 

Senator Bennerr. What page is that in the report ? 

Senator ANpERSON. Page 112. 

Secretary Humrurey. [f it is in the report—this is what you read; 
here they are., They ,went.from—what years were you speaking of / 

Senator Anperson. 1946 through 1956. 

Secretary Humpurey. $44.8 billion to $51 billion. That is currency. 

Senator Anperson. The financial assets went from $181 billion to 
$270 billion. 

Secretary Humpurey. I presume that is right. This is a long list 
here, we have not totaled it, but I have no doubt that is a correct 
addition. 

Senator Anperson. I was only trying to point out that during the 
last 2 years of, the Truman administration the savings were almost 
at the same percentage they have been during these last 4 years. 

Secretary Humrurry. I think that is true. 

Senator Anperson. We would agree with that? 

Secretary Humrnrery. Yes, they are. There is not much difference. 
During the Korean war period it was up a little but, as a whole, that is 
about right. They are coming right along in the trend. 

Senator Anperson. I just want to spend a little time on these Gov- 
ernmentfinances-and the gress national product. 

I think probably if you have the economic report, again, of the 
President, it is in the budget. These come from pages 1149 to 1151. 
IT do not know just how to tell you to find them. 

Secretary Humrurey. The budget or the economic report ? 

Senator Anprerson. It isthe budget. 

Secretary Humpnrey. The budget. 

Senator Anperson. The gross national product, I want to take that 
for a minute in billions, Do you have a 1946 figure there? Let me 
give you a copy of this table. This is just brand new, and I have 
not even had a chance to check on these figures myself, and I know 
there are some changes we made in them, 

But starting with gross national product in billions in 1946, it 
ran about $209 billion. 

Then in 1952 it was $345 billion: in 1956 it was $412 billion: in 
1958 you think it is going to be about $450 billion ? 

Secretary Humrnurey. That is an estimate, 

Senator Anpmrson. And the Federal budget receipts in billions, 
were $38 billion; in 1952, $64.8 billion; in 1956, $71 billion; and 1958, 
$73 billion. 

Secretary Huarrneery. Yes. 
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Senator Anprrson. In percentage of gross national product, the 
receipts were 18 percent of the gross national product in 1946; the 
exact figure is 18.5. 

In 1952 it is 18.8; 17.2 in 1956; and 16.4 in 1958. 

Secretary Humrurey. They are gradually down. 

Senator Anperson. Yes. 

And the budget expenditures in billion, $41.1 in 1946 ; $70.7 in 1952; 
$67.2 in 1956 ; and $71.8 in 1958. 

But the relation of budget expenditures to the gross national prod- 
uct drops from 19.7 percent to 16 percent. 

The figure for 1956 should be 16.3 instead of the figure I have 
on there. 

Secretary Humrurey. Yes. 

These figures are correct, and they are interesting and illustrative, 
but you must keep in mind that on this theory you could just keep 
increasing your prices until you got expenditures down to practically 
nothing in relation to the inflated gross national product. 

In other words, you just shove your prices up and your percentage 
goes down, and you really are not making any progress at all. 

Senator AnpERson. I am coming down to No. 5 category No. 5 on 
there, Mr. Secretary, which interests me a great deal. 

I made a remark here one day about what Jesse Jones had said 
about the payment of the national debt. 

Secretary Humpurey. What was that? 

Senator Anperson. He said, “We will never pay it. We will just 
gradually inflate ourselves to where it is no burden.” 

Secretary Humpnrey. Inflate ourselves out of it? 

Senator Anprrson. And I just call your attention to the fact that 
the national debt in 1946 was $259.5 billion; in 1952, $267.4 billion; 
1956, $276.7 billion; and maybe now somewhere around $275 billion. 

I am. not going to argue. Maybe it is $270 billion, but what I am 
trying to sr out isa relationship. In relation to the gross national 
product, the national debt was 124 percent in 1946; it was 77 percent in 
1952; 67 percent in 1956; and only 61 percent in 1958. 

Secretary Humpurey. That is right. 

Senator Anperson. Do you feel that is probably the only way we 
are ever going to pay the national debt? 

Secretary Humpnrey. Well, I hope not. I hope that from time to 
time, and particularly at the time which I believe will come some 
day, when the world will be in a much more peaceful condition, when 
there will be much more feeling of security in the world than there is 
today, when there can be some rather substantial reductions in our ex- 
penditures for armaments and that sort of thing, I hope that in that 
clay we will make some real reductions in our debt. 

enator Anprerson. Well, now, does that not illustrate the fact, 
though, Mr. Secretary, that if we have a very large gross national 
product and pretty substantial earning power that we certainly should 
not go back and increase the national debt, should we ? 

Secretary Humpurey. That is right. 

Senator Anperson. So when the Chairman comes and refuses to 
give you that $3 billion of extra loaning power, he will have strong 
support from all of us, will he not? 
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Secretary Humrurey. He has had strong support from me right 
from the beginning except for one thing: I do not want to stop paying 
the Senators’ salaries. [Laughter.] 

Senator Anperson. That, I must say, is a statesmanlike position. 

Secretary Humpurey. Seriously, I believe in the debt limit. I be- 
lieve in trying to live within it. I believe that the greatest struggle 
should be made to do so, and I think we ought to do it. 

It is tough and it is hard, but I think it ought to be done, and I 
think it is a wholesome restraint on all of us. 

Senator AnpErson. May I come to category No. 6 now on that chart, 
Mr. Secretary. 

Secretary Humpurey. I am not precluding, perhaps, the necessity 
for coming up here and saying that we have got to, perhaps, have a 
little more leeway. 

Senator Anperson. I am sure the Chairman is going to be hard- 
hearted, and I am going to join him. 

May I come to category 6, State and local government cash pay- 
ments, in billions? 

I would like to point out that these cash payments have gone from 
$9.5 billion in 1946 to $21.6 billion in 1952; $30.4 billion in 1956; and 
$34 billion estimated in 1958, which indicates a pretty substantial 
rise. 

Might it not be that one of the ways that we have to worry about 
inflation is not only in the control of our Federal budget but in paying 
a little bit of attention to the rise in cost of government at State and 
Jocal levels? 

Secretary Humpurey. I am sure, very sure, you are right. 

Senator Anpverson. Well, we had something to say the other day 
about price levels. 

What about the wholesale price level which gives an indication of 
the things to come in the increase of prices even more serious than 
the consumer prices in the last year ? 

Secretary Humpurey. Well, no, I think, perhaps, the wholesale 
prices were a little in advance. 

Senator Anperson. A 6-percent rise in wholesale as against 4 per- 
cent in the general cost of living. 

Secretary Humpurey. Wholesale prices are leveling off here. Your 
wholesale price of all commodities here is leveling off pretty well 
here. 1956, 114, and then it runs through these months, and I will 
just read some months over the past year: 113, 114, 115, 116, 117, 116.9, 
117.2, 117.1, 117.5, 117.5. 

So we have a good many months when it is fairly level. 

Senator Anperson. Yes; but it also is a pretty good indication to 
keep your eye on it, is it not, the wholesale price level ? 

Secretary Humrpnrey. It certainly is. 

Senator Anperson. I have not been in politics very much, have I, 
Mr. Secretary? You do not mind if I get in for such a few seconds? 

Secretary Humpurey. If it is perfectly mutual. 

Senator ANDERSON. It is not very bad. 

The question came up several times in discussion with Senator 
Malone about using the 1939 dollar and he wanted you to use the 1934 
dollar. 

Secretary Humpurey. Our figures were all based on the 1939 dollar. 

Senator ANDERSON. May I commend you for using the 1939 dollar, 
and encourage you to continue it ? 
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The 1934 dollar was down during the difficulties of the depression, 
and if you use the 1934 dollar as against the present dollar, the current 
value does drop to 46 cents. But let me show you what you can do 
with figures. 

Now, Mr. Hoover was President at one time, and consumer prices 
declined from 73.3 in 1929 to 55.3 in 1933. 

Output declined 31 percent ; unemployment increased by 11 million; 
so why not compare 1929, which was the year of great prosperity, 
with 1957, which is a year of great prosperity, and if you do we have 
a 62-cent dollar, not a 48-cent dollar, and it is, I think, a little more 
encouraging. I just do not want yeu to go to 1934. 

Secretary Humpurey. I said this morning, Senator, you can get 
quite a lot of different answers by using sets of figures. 

Senator Anperson. Yes. So I repeat that if you are going to use 
the period of prosperity, which is 1929, against 1957, we have today 
a 62-cent dollar. 

Secretary Humpurey. There is no magic in any of them. I think 
myself that the 1939 figures are a good criteria to go by, but there is 
no magic in any of them. 

Senator Anverson. In 1940, as you know, we were busy trying to 
construct camps and getting ready for a war we knew was probably 
ahead of us. 

Secretary Humpurey. That is right. 

Senator Anprerson. As a result, the 1940 figures are not good, and 
1939 figures are fair. 

Is it not true that what is also important is the rise in output as 
against the rise in prices? 

Secretary Humpnurey. It is. 

Senator Anprerson. In 1956 prices rose 114 percent, and the gross 
national product in stable dollars rose 214 percent. 

That is not a very good proportion in peacetime. 

In the Truman administration, in 1948-52, there was a 10-percent 
rise in prices and an increase in output of 21 percent, and the rise in 
prices from April 1956 to April 1957 was considerably more than 114 

recent. 
ne am merely trying to express the hope in these hearings that we do 
not try to find too many political things, because the problem of con- 
trolling inflation is not confined to one political party, is it? 

Secretary Humpurey. If your political arguments are as modest as 
that, I will waive my rights. 

Senator Anperson. Thank you. 

One final word. I tried to stay out of political discussions. 

Secretary Humpnrey. You certainly did. 

Senator Anperson. Because I think this is very important. 

Secretary Humpurery. You certainly did. 

Senator Anprrson. The last thing has to do—I was not here when 
Senator Smathers started questioning you about small business, but I 
did read what he had to say, and there was an admission by you that 
large corporations had obtained a large and increasing percentage of 
the business, an increase in percentage of war contracts, even where 
it is appropriate for small business to come in for it. 

Did you not also say that mergers were justified even if undertaken 
for tax avoidance ? 

Secretary Humpnrey. No. I said that mergers were justified even 
though some tax advantages did accrue as a result of them. 
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As a matter of fact, the law provides, as I recall it, that it cannot 
be done just for tax avoidance. It must.be done. for, a business 
purpose. 

Senator Anprrson. Has the law been tightened any ? 

Secretary Humpnrry. Yes, it was. 

Senator Anverson. Have mergers been stopped anywhere where the 
object was tax avoidance? Do you know of a case where it has been ? 

Secretary Humenrey. I would check with the General Counsel of 
the Tax Division on that, but the design was to avoid, to limit—there 
was an effort at one time, and a perfectly legitimate effort, because it 
was the law, that you could just Cae a big loss with nothing else, and 
it. was thought that was not a fair or proper thing to do in that way, 
and yet it was also thought that it was fair and right to protect a 
group of stockholders who had gone through bad times, and who were 
coming up and had a good business to sell, to not take that right away 
from them in the event they sold their business. 

So the law was tightened up, but it did not wipe out the opportunity 
to take a deductible loss. 

Senator Anperson. I would only hope if you do find any case where 
a merger was stopped because the object was solely tax avoidance, you 
would list it because—— 

Secretary Humrpnrey. I will look for it. 

Senator Anperson. I ran into an instance of a company that started 
to close its doors, liquidate completely, go out of existence, which was 
offered a very substantial sum of money for the privilege of letting 
somebody else take it over because it had a tax loss. 

Secretary Humpnrey. Yes. 

Senator Anperson. And it ran into millions of dollars back in a 
certain period of its existence, and I wondered if a merger had ever 
been concluded solely for tax avoidance? 

Secretary Humrnrey. I will check and see. 

The thing is tightened, and we will see if there have been some 
final decisions which have avoided it. 

(See p. 658 for Secretary Humphrey’s reply to this question.) 

Senator Anperson. Mr. Chairman, I had another sheaf of questions, 
but I felt that the Secretary had been very patient with the commit- 
tee, and I decided that the country would not learn very much by my 
asking those extra questions, and I am going to stop my round. 

Secretary Humpnrey. I am very, very grateful to you. 

The CuatrmMan. The questions and the answers were very illumina- 
ting. 

What is the pleasure of the committee? The Secretary hasbeen 
on for 41% hours. 

Senator Anperson. I only stopped because I thought he might want 
to take a rest. 

Senator Carison. Mr. Chairman, I assume I am next on the list 
according to my seniority here, and if the chairman does not insist. I 
would like to recess until tomorrow morning at 10 o’clock, and I will 
make one definite commitment, that I will not exceed over 40 or 45 
minutes in my questioning. 

The CuarrMan. The committee will recess until 10 o’clock tomor- 
row morning. : : 

(Whereupon, at 4:15 p. m., the committee adjourned, to reconvene 
at 10a. m., Thursday, July 11, 1957.) 
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INVESTIGATION OF THE FINANCIAL CONDITION OF 
THE UNITED STATES 


THURSDAY, JULY 11, 1957 


Untrep States Senate, 
COMMITTEE ON FINANCE, 
Washington, D. C. 

The committee met, pursuant to recess, at 10:05 a. m., in room 312, 
Senate Office Building, Senator Harry Flood Byrd (chairman) pre- 
siding. 

Present: Senators Byrd (chairman), Kerr, Frear, Anderson, Gore, 
Martin, Flanders, Malone, Carlson, Bennett, and Jenner. 

Also present: Robert P. Mayo, chief, analysis staff, Debt Division, 
Office of the Secretary of the Treasury; Elizabeth B. Springer, chief 
clerk; and Samuel D. McIlwain, special counsel. 

The Cuamman, The meeting will come to order. 

The Chair recognizes Senator Carlson. 


STATEMENT OF HON. GEORGE M. HUMPHREY, SECRETARY OF THE 
TREASURY—Resumed 


Senator Cartson, Mr. Secretary, I hope I do not take much of your 
time. You have been so generous with it up here, and you have been 
so very fine in testifying before this committee for several days, I 
think most of the questions have been asked, and probably those which 
L ask will be repetitious. 

I was thinking probably we had reached the point of no return, but 
that is not your fault; that is our fault, if we cannot think of questions. 

I do, this morning, want to get into the farm problem a little. I 
do not believe this record would be complete as we survey the entire 
economic structure, without getting the farm and the farm problems 
into it. 

We have had a very fine discussion, and I think a thorough and 
exhaustive one, of labor, and corporations, and industry, and every 
other phase of the economic structure. 

We have been saying around here, around this table, that the Treas- 
ury isin a mess. Well, the farmer is in a mess, too, and I am going 
to get your part of the statement into the record as a basis for my 
comments; I am going to quote from your first statement. 

In your statement of June 18 before this committee, you stated, and 
I am quoting now: 

This growing prosperity has extended to nearly all segments of our society 


except the farmer. The postwar adjustment in farm income has only recently 
been reversed, with a small increase last year for the first time in several years. 


587 





588 FINANCIAL CONDITION OF THE UNITED STATES 


Farm income per worker last year was $1,862, up $151 from 1955. Farm prices 
have been rising moderately in the last few months, and on May 15, were up 3 
points above the level of a year earlier. The objective of this administration is 
to enable our farm families soon to share more fully in the record prosperity 
which characterizes the rest of our economy. 

I want to ask you, Mr, Secretary, if you have any reason to believe 
that the farmers are going to more fully share in the record prosperity 
which characterizes the rest of the economy, in the very near future / 
Do you see anything that gives hope and encouragement ? 

Secretary Humpurery. Well, it is again, as in all the rest of it, Sen- 
ator, extremely hard to try to look into a crystal ball and look ahead. 

I think this turn which has. taken place is certainly encouraging. 
It is something which is a turn in the right direction, and something 
which we have not seen before. 

Whether there is a program that we now have which is going to be 
really effective in handling our farm situation, I do not know. 

These great surpluses that we have hanging over our markets, and 
the accumulations of surpluses, are certainly a thing which gives you 
pause toward saying that we are definitely and fully on the road to 
complete change in the farm situation. 

But, again, I must say that it is encouraging to have made a turn. 

Senator Cartson. I am also pleased that we have made this turn. 

I am concerned, Mr. Secretary: about, first, in this increased-price 
period, inflationary period, I am going to call it, that the consumer, 
the housewife, is ginning to complain, and I know, because Mrs. 
Carlson complains when she goes to the store to purchase food prod- 
ucts. 

Secretary Humpnrey. That is right. 

Senator Carison. And that can have and does have a very in- 
portant effect on the thinking of the consumers at least as far as the 
farmer is concerned. Most housewives, when they go to the store, 
think the farmer is gettimg rich-on-the prices that she has to pay for 
the goods. 

And then the second thing is, as I see it, our citizens, our people, are 
becoming tax-conscious. If I am not mistaken, we are going to take 
about $4.5 billion out of the Federal Treasury for both direct and 
indirect payments to agriculture this year. 

Secretary Humpnrey. Between 4 and 5. 

Senator Cartson. Is that right ? 

Secretary Humpurey. It is between 4 and 5; yes, sir. 

Senator Cartson. And is that not about a billion dollars more than 
last year ¢ 

Secretary Humpurey. It has been going up. 

Senator Caruson. I am just wondering how long the taxpayers of 
this country are going to accept continued and increasing Federal 
appropriations for agriculture. 

Secretary Humpnrey. Well, I think your wonder is well taken, be- 
cause it is a serious item, and that is why I have said I do not know 
what the answer is, I do not know what the answer to the farm problem 
is, and I am sure that there is no quick and ready and simple an- 
swer to it. 

It is a problem which has grown up over a long period of years. 
All sorts of remedies have been tried. A good many of them, I think 
you might say almost all of them, of the remedies which have been 
tried, have simply left the situation a little worse rather than better. 
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rices And with these huge surpluses, to get back, to get the farmer back 

- into a free price economy, is an extremely difficult thing. 

erity Of course, our turnup in—we have been talking here for several 
days about the inflationary pressures of prices, and the turnup of 

ieve price in relation to the dollar. And one of the principal elements in 

rity that turn of the last few months has been this increase in prices of 
food products; and it is the turnup in food prices, I think, that is 


ire? 
the largest element of that. 


Jen- Well, of course, that immediately is felt by the housewife, by all 
5 the housewives and by all the families, and they feel it promptly. 
ing. It is not all, of course, a turnup of farm prices. Farm prices play 
Ling a part in it, but also, I think, we have to take into account the things 

m that the American public today demands, the form in which our food 
» be is delivered to us, the packaging and the transportation, and all the 

things that we have. 
and You get fresh fruit from Florida in the Washington market every 
you morning. They come from all over, and there is this terrific trans- 
1 to portation problem. 
And then it is all done up in cellophane and fancy packages. 

arn. Senator Carison. Frozen foods. 


rn. Secretary Humpurey. Or frozen. 

rice And not only that, but it is put in packages. But all you have to do, 
ner, as I understand it, is put it in the oven and turn the switch and your 
Mrs. dinner is done. 


rod- Senator Cartson. Of course, the processing and distribution and 
the retailing of these products is 
Secretary Humpurery. You cannot get that for nothing. 


im- Senator Cartson. That is correct. 

the And before we get through, I am going to submit some tables for 
ore, the record which show the farmer’s share of particular food items, 
for such as bread and cereal and canned food, demonstrate that the farm- 

er’s share of the food dollar is a very small part. 

are Before we get into that, however, I do want to give you a table 
ake which I think is correct. Let us analyze this table which shows the 
and farmer’s share of the gross national product, and the farmer’s share 


of the national personal income, in the years 1947, 1950, 1953, 1954, 
1955, and 1956. I want it in the record. 
If I read this table correctly, in 1947 we had a gross national product 


of $332.2 billion. 
han Secretary Humpnrey. 232. 
Senator Carison. $232.2 billion. 
Secretary Humpnrey. That is right. 
s of Senator Cartson. And in 1947, the gross farm income was $34 
oral billion; or the farmer received 14.6 percent of the gross national 
product. 
be- Then in 1950, we had $285.1 billion. The farmer received—that is 
10W gross national product. The farmer received $32.1 billion, or 11 per- 
lem cent, 11.2 percent, to be exact, just using round figures. 
an- In 1953, the gross national product was $363.2 billion; the farmer’s 
share $35 billion. 
ars. 1954, $360 billion; $33.9 billion, nearly $34 billion, or 9 percent 


ink of the gross national product. 
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And in 1956, last year, the gross national product was $412.4 billion. 
The farmer’s share was $33.9 billion, say $34 billion, or 8.2 percent 
of the gross national product. 

This shows the ratio has gone from 1947 at 14.6 percent of the gross 
national product aetpaied with gross farm income, to 8.2 percent. 
Now, that is what is happening to agriculture. 

Secretary Humpurey. Well, are those figures really illustrative of 
difficulty, or are they illustrative of what is happening in America? 

Farm income, by and large, is based on production of food. 

Senator Cartson. Correct. 

Secretary Humpurey. There is some farm production that goes into 
industry, but it is a relatively small percentage, and has not increased 
much over the past few years. So that, relatively, farm income is 
food production. 

Now, our gross national product has gone up by virtue of the 
manufacture of all sorts of new products, manufactured products of 
all kinds, new things; so you go back to 1947 as compared to today, 
and many, many millions of dollars’ worth of things made today were 
not made in 1947, articles that are in common use today which were 
not in use at all in 1947. 

Your food requirements would go up about in relation to the increase 
in population, and perhaps even less than that, but through more 
efficient use and reduced spoilage, and all that, you might have your 
population increase and still not require quite as much food produc- 
tion per capita as you did, because of the better utilization of the food. 

Your gross national product might go wp very greatly by making 
B-52’s and thousands of televisions and deep freezers and all kinds 
of things which were not in existence before. 

So I do not think it indicates—that the fact the gross national 
product rises faster than the volume of farm production, I do not 
think is illustrative of farm injury. 

Do you see what I mean ? 

Senator Cartson. I catch your point. 

But if you will notice, in 1947 the gross farm income was $34 
billion; and in 1956, it was $33.9 billion or $34 billion, which shows 
that even with the increased population, it has not gone up. It is 
going back. 

Secretary Humrpurey. Well, it is about the same. It stayed just 
about the same, and it has changed but very little. 

Senator Cartson. Very little. 

Secretary Humpnrey. Except for a tiny fraction, it was the same 
each year. 

Senator Cartson. That is right. 

Secretary Humpnrey. Now, that means that there are more people 
eating, but evidently—maybe it could be through price, and maybe 
it could be through better using and less spoilage—the farm popula- 
tion would be serving better. 

That is not comparable at all to the gross national product. 

Senator Cartson. These figures, however, I use here, I think are 
correct, which show that the farmer does receive less and less of the 
national personal income. Let us get to the second phase of that 
table. This deals with national personal income. 

Secretary Humpurey. Yes. 
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Senator Cartson. In 1947, the national income, personal income, 
was $197.2 billion. The net farm income was $17.1 billion, or 8.6 
percent of the national income. 

Then in 1950, $240 billion national income. The farmer received, 
not $17.1 billion, but $12.8 billion, or 5.3 percent. 

I will not read those intervening years, but we get down to 1956, 
the national personal income now is $342.4 billion. The net farm 
income in 1956 was $11.5 billion, or 3.3 percent of the national per- 
sonal income. 

In other words, it went from 8.6 percent in 1947 to 3.3 percent in 
1956. 

Secretary Humpnrey. Well, Senator, I do not want to disparage 
these figures in any way, but I do think it is only proper to point out 
that I do not think it illustrates what is happening to the farmer, 
either. 

The farm population during this period has been declining. 

Senator Carison. But it is 13 percent of the population of the 
Nation. 

Secretary Humpurery. Yes; but it is declining. 

Senator Carzson. That is true. 

Secretary Humpurey. And the industrial population is increasing. 

Senator Cartson. That is correct. 

Secretary Humpurey. Now then, if there are just 3 of us, the chair- 
man and you and myself, and we each get a third of the production, 
and then we bring in another Senator into our side of the picture, 
and he produces, and there are 3 of us producing goods on this side, 
and you are still just producing on your side, you may get just as 
much per capita yourself, but your share of the total has gone down 
by a quarter, has 1t not? 

Senator Cartson. That is right. 

Secretary Humpnrey. So that, as you stand still and as we add 
more producers and more earners to this side, the total goes up. Now, 
it does not mean you are getting hurt. You are still getting as much 
relatively as you got before, but you are going down. 

I do not mean that these figures indicate that the farmer is getting 
relatively as much, but I do say that these figures do not quite fairly 
illustrate the fact of the discrepancy to the farmer. 

Senator Cartson. Well, the farmer 

Secretary Humrnrey. Because, as the farmer goes down and the 
others go up, why, his share of the total is bound to be less, even though 
his individual share may be staying fairly constant. 

Do you see what I mean? 

Senator Cartson. If the individual’s share stays constant, Mr. 
Secretary, that is not sufficient. 

Secretary Humrnnrey. I agree. 

Senator Cartson. Because the farmer is suffering from high labor 
costs, high machinery costs, taxes, interest, just like everybody else. 

Secretary Humpurey. I am not trying trying to dodge the farm 
issue at all. I am simply pointing out I do not think these figures quite 
fairly represent what is happening to him, because it does not take 
into account the difference in the number of people that work in each 
of the jobs. 

Senator Carson. I see your point there. But I do think it makes a 
real problem in this inflationary period when the farmer’s income, 
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even though there are substantially less—we are losing about 300,000, 
1 think, a year from the farms to the cities, and this is a 10-year 
period—we still do have 13 percent of the population representing 
4,800,000 farms. 

And these 4,800,000 farms representing 18 percent of our popula- 
tion are trying to combat increased costs of the items I have mentioned, 
with the personal incomes of every other phase of the economy going 
up, and theirs, even if you say it is constant, is not sufficient. 

Secretary Humpnrey. Yes, I can appreciate, I am sure there are 
problems. 

Senator Cartson. I am not going to belabor that table any longer, 
but I did want it in the record. 
(The table referred to is as follows:) 


[Billions of dollars] 
ine . aro c | | 

Gross Gross farm National Net farm | 
national income Ratio income income | Ratio 
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Senator Cartson. I want to give you another table, not to discuss it 
at any length, but one of the problems of agriculture, Mr. Secretary, 
I think, is the efficiency of seat 

This table shows in 1940 the farm output per man-hour was 69 
points based on 100, 69 percent or 69 points. 

In 1950 it was 112, and in 1956 it was 135. 

In other words, the farmer, by his efficiency, is really hurting 
himself. 

Preliminary figures indicate that total farm production on a physi- 
cal basis reached a new record high in 1956, equivalent to 114 percent 
of the 1947-49 average. This represents an increase of 14 percent 
over the 1950 level and 20 percent over 1947. The biggest increase in 
output in the last few years has been in livestock and products, which 
last year stood at 123 percent of the base. Production of all crops 
remained unchanged at the 1955 level of 106 percent—a rate which 
was previously attained in 1948. The remarkable thing about this 
high level of crop production is the fact that it was harvested on the 
smallest acreage since the drought disaster year 1936. 

This phenomenon of record output of crops and livestock on static 
or declining acreages has been an outstanding characteristic of post- 
war agriculture, and the answer is, of course, to be found in the per- 
sistent and long-term uptrend in yields—the old Gulliver’s Travels 
story about 2 ears of corn and 2 blades of grass where only 1 grew 
before. This increase in yields of both crops and livestock becomes 
all the more notable when the steady decline in farmworkers is con- 
sidered along with the lower acreage. The interplay of these forces is 
illustrated in the table below. 

I would like to make this table a part of the record, Mr. Chairman. 

The Cuarmman. Without objection, it is ordered. 

(The table referred to is as follows:) 
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00, (1917-49 = 100) 
“ar Crop pro- Livestock Production | Farm output 
ng — per breeding per breeding = = 
ee 
cc, eee 
———<— . | | | | 
ire Senator Cartson. I want to briefly get into what is happening as 

to the amount of money the farmer gets of the commodities that are 
er, processed and retailed as food over the counter. 


Food today, in terms of purchasing power, as far as the purchasing 
— of the consumer is concerned, is as cheap or cheaper than it 

as ever been in the history of this country. 

The average factory worker today spends only 41 working hours 
to secure the food supply for his family for 1 month, while as recently 
as 1952 it required 51 hours. 

The increased efficiency on the farms has been reflected to the con- 
sumer in great savings. 

Retail food prices have increased 16 percent in the past 10 years, 
that is, 1947 to 1956, although prices received by farmers have declined 
14 percent. 

I have here a compilation of data by the Consumers Study Sub- 
committee, which was printed for the use of the Committee on Agri- 
culture of the House of Representatives, and is dated April 15, 1957, 
so it is fairly recent. 

Ys These are the most recent figures that I could get. 

I note here that retail food prices reached a peak in 1952, and then 
declined slightly in the following year. 

Prices received by farmers reached their postwar peak in 1951, and 
then declined ‘steadily until 1956, when farm prices stabilized. In 
1956, retail food prices began to rise again. 

In the latter period of 1956 and early 1957, prices received by the 
farmers recovered slightly from their postwar record low level, and 
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m3 the retail food prices increased even further. 

a _ There seems to be a tendency, when farm prices stabilize or at least 

ch increase a little, they get additional costs added to them, whichis 
‘ probably natural, but I do not think they come from having any effect 

Mn on the farm sales of commodities. __ ‘ 

a The Agricultural Marketing Service of the United States Depart- 

7 ment of Agriculture makes monthly estimates of the farm value and 

retail cost of a typical “market basket” of farm food products pur- 

iS chased by an urban wage earner and clerical worker’s family. 

te This statistical series indicates that the average worker’s family 

a, paid 5 percent more and farmers received 17 percent less in 1956 for 

Se the same kinds and quantities of food purchased in 1947. 

ov I appreciate you are not Secretary of Agriculture. You have prob- 


lems, but I think he has more. 

But I did want to get this in the record and, Mr. Chairman, I 
would like to put this statement and the table in the record at this 
point. fe ‘ 

The Cuatrman. Without objection, it is ordered. 

(The material referred to is as follows :) 
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RETAIL Foop AND FARM) Prices, 1947-56 


Retail food priees have increased 16 percent in the past 10 years although 
prices received by farmers declined 14 percent (fig. 1). 






FIGURE 1 
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Prices received by farmers and retail food prices, 1947 to date 
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Source: Agricultural Marketing Service and Bureau of Labor Statistics. 











Retail food prices reached a peak in 1952, then declined slightly in the follow- 
ing 3 years. Prices received by farmers reached their postwar peak in 1951 
and then declined steadily until 1956. When farm prices stabilized in 1956 retail 
food prices began to rise again. In the latter part of 1956 and early 1957, prices 
received by farmers recovered slightly from their postwar record low levels and 
retail food prices increased even further. 

The Agricultural Marketing Service of the United States Department of Agri- 
culture makes monthly estimates of the farm value and retail cost of a typical 
“market basket” of farm food products purchased by an urban wage earner and 
clerical worker’s family. This statistical series indicates that the average 
worker’s family paid 5 percent more and farmers received 17 percent less in 1956 
for the same kinds and quantities of food purchased in 1947. 














1 Prices received by farmers include prices of nonfood products, such as tobacco, cotton, 
feed grains, and forage crops. 
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Senator Cartson. Now I want to discuss the table I have inserted as 


to how much the farmer’s share is of the retailed food commodity. 


For instance, when the city family purchases bread—and this is quot- 
ing now from this document, which I assume to be correct, as the latest 
study I could find: 


When city families purchase bread or prepared cereal products, they pay 
mostly for processing, packaging, and distributing the product— 


which is what we have been discussing— 


very little goes to the farmer for the raw product. For example, there is less 
than 3 cents’ worth of farm-produced corn in a 22-cent package of corn flakes 
and only 4 cents’ worth of wheat in a 28-cent package of soda crackers. The 
pound loaf of bread that sold at retail for an average price of 17.9 cents— 
nearly 18 cents— 

in 1956 contained wheat having a farm value of 2.6 cents. 


Slightly over 214 cents. 

I might add, in 1956 farmers received only 2 to 3 cents for the sweet 
corn and peas in the cans which: sold at retail for 18 to 22 cents. 
A can of tomatoes which retailed at 15 cents had 2.3 cents worth of 
tomatoes in it. 

The farm value of meat products, for instance, percent change from 
1947 to 1956, shows that the farm value declined 29 percent while the 
retail cost declined only 5 percent. 

The farm value and retail cost of several cereal products in 1947 and 1956 is 
shown below. 

That is shown in this table, and I want to ask, Mr. Chairman, that 
this table be made a part of the record. 


The Cuarrman. Without objection, it is ordered. 
(The material referred to is as follows :) 
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FARM AND RETAIL PRICE OF CEREALS AND BAKERY PRODUCTS 


The greatest divergence between the farm and retail prices in this 10-year 
period have occurred between the farm price of wheat and the retail prices of 
cereals and bakery products (fig. 2). 


[1947-49 = 100] 
Averaye prices received by farmers for wheat, and retail prices of cereals and 
bakery products, 1947 to date 
[1947-49= 100] 
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Source: Bureau of Labor Statistics and Agricultural Marketing Service. 


The farm price of wheat dropped 7 percent and the retail prices of cereals 
and bakery products increased 34 percent. 

When city families purchase bread or prepared cereal products they pay 
mostly for processing, packaging, and distributing the product; very little goes 
to the farmer for the raw product. For example, there is less than 3 cents 
worth of farm-produced corn in a 22-cent package of corn flakes and only 4 cents 
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worth of wheat in a 28-cent package of soda crackers. The pound loaf of bread 
that sold at retail for an average price of 17.9 cents in 1956 contained wheat 
having a farm value of 2.6 cents. The farm value and retail cost of several 
cereal products in 1947 and 1956 is shown below. 





eenh—-3-geeen ents cscs. sccccdcccncwccocceecveveccussaswequrs 12.5 17.9 
IID, TOU. 6. csincenneevcastsonsh oeoeetemeipmaseslenmebintanmmaieannin b 27.6 
I melee ie eel 21.9 
Fe CAD CONE aia ois 9 Sa knw dk a cect cake bitteoumnte 19.3 


The Agricultural Marketing Service estimates that the farm value of all 
ingredients used in the bakery products in their “market basket” declined 16 
percent from 1947 to 1956 and the retail cost increased 31 percent. 

Senator Cartson. I hesitate to do this to you, Mr. Secretary, because 
you are up here to be interrogated, but I want to get these tables in 
the record. 

Secretary Humpurey. They are very interesting tables. 

Senator Carson. They are, really, and I did not want this record 
to be completed without getting some of them in. 

I have another table, and it is taken from this same report, headed 
“Farm and Marketing Share of Food Expenditures, 1947-56.” 

The average city family spent about $1,500 for food in 1956. This 
compares with about $1,100 in 1950 and $1,000 spent for food by the 
average city family in 1947—10 years ago. 

Surveys of consumer food expenditures made in 1947 and 1955 
indicate that the average city family of 3.5 persons spent 32 to 33 per- 
cent of its income after taxes for food in each of those years. This 
is equivalent to about 30 percent of its income before tax payments. 

Ten years ago, in 1947, the average urban family received an income 
of only $3,349, according to the Bureau of the Census. In 1950 the 
income of the average urban family had increased to $3,673 and in 
1955 it was up to $4,840. The average city family’s income before 
payment of taxes is unofficially estimated at $5,000 in 1956. 

Of the $1,500 spent by the average city family for food in 1956, 
approximately $105 was paid to food importers and fishermen for 
imported foods and fish; and $465 of this $1,500 went to farmers for 
the farm-produced, unprocessed foods. 

The balance, of $930, went to the imdustries which processed, trans- 
ported, and distributed the foods to the retail purchasers. That is 
shown in the table below. 

I could get into great detail, but I do not want to bore you with this 
because it is not your field, and you have been so kind; but I do want, 
again, Mr. Chairman, to put this in the record, if I may. 

The Cuarrman. Without objection, it is so ordered. 

(The material referred to is as follows :) 


FARM AND MARKETING SHARE OF FOOD EXPENDITURES 1947-56 


Of the $1,500 spent by the average city family for food in 1956, approximately 
$105 was paid to food importers and fishermen for imported foods and fish and 
$465 went to farmers for the farm-produced, unprocessed foods. The balance 
($980) went to the agencies which processed, transported, and distributed the 
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foods. to the retail purchasers. Similar: data for the 3 years—1947, 1950, and, 
1956—are shown below : 


1956 


Average income of urban families_ -__ - $3, 349 

Average expenditures for food and beverages : 

Estimated payments to importers and fishermen.. cpanbinw f 

Estimated payments to United States farmers- -_._- 420 

Estimated payments to marketing, transportat ion, and proc- 
essing agencies 530 | 


i a 


. Of the $500 additional spent for food by the average city family in 1956 over 
1947, $55 was paid to importers and fishermen for imported foods and fish, $45 
went to farmers for farm-produced products, and $400 went to the various proc- 
essing and marketing agencies which account for the so-called marketing margin. 
This indicates that of the $500 additional spent for food by the average family 
in 1956 over 1947, 80 percent found its way into the marketing margin and only 
9 percent went to the farmers who furnished the consumers more livestock 
products and fewer potatoes and cereal products than 10 years earlier. The 
percentage increase in payments to each group in 1956 over 1950 and 1947 follows: 

Percentage 
Increase in 
1956 from— 





Payments to importers and fishermen -_.-._..__.__.! 
Payments to United States farmers ; 
Payments to processing, transportation, and marketing agencies .--__..---_.- 


Senator Cartson. We have, as Lhave mentioned before, many prob- 
lems which affect agriculture and, in my opinion, are of vital concern, 
not only to the housewife and the consumer, but to the taxpayer. 

What concerns me greatly is the fact that the farmer is the one 
who is caught in this inflationary period of rising prices. It is diffi- 
cult to explain to the taxpayer that the farmer has to have some help 
if he is to be able to compete in this: present-day economy of increased 
costs. 

The improved standards of living in our country as a whole, with 
increased labor costs, increased farm machinery costs, and other costs 
which must be met by the farmer, require an increased farm income 
to meet these costs. 

It is my personal opinion that the farmer will suffer more the effects 
from the recent steel increase in price than any other group, for the 
reason that his equipment is besicall ly iron and steel. 

A tractor or a disk, and all: farm equipment, is primarily all iron 
and steel. This is adds greatly to farm costs. 

It is easy for. us to get the farm;problem into politics. I speak as 
a politician myself. I have made many campaigns, and we have 
gone out and talked about. rigid.parity and talked about flexible 
parity, and I have often said that neither of them is going to solve 
the farmer’s problem, but they make good campaign subjects. The 
present farm problem is deserving of the best, counsel and advice that 
cam be given by outstanding economists and students of agriculture. 

Tam w ondering if you hiive any’ ‘opinion as to how long our tax- 
payers are going to permit éver-ticreasing Federal expenditures for 
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agriculture. Last year we voted $3.5 billion to agriculture, and this 
year $4.5 billion. I do not agree all of that is chargeable to agricul- 
ture. I,think much of it should be charged to foreign aid and other 
relief programs, as it is a movement of surplus farm products under 
Public Law 480, and other public laws. 

There are Federal funds for loans for price support. There are 
several intermediate agencies that the Government actually aids with 
direct appropriations and grants which accounts for the $4,500 million 
appropriated to agriculture. 

Tow long can we expect the taxpayers to permit this increase with- 
out protest ¢ 

Secretary Humpurey. Well, judging from the evidences we have 
had this spring of public feeling about Government expenditures, 
I believe that all Government expenditures, not just farm expendi- 
turés* but all Government expenditures, and, of course, that will par- 
ticularly get back into things that are in the nature of subsidies, 
are going to be more scrutinized all the time, and more objected to 
all the time. 

And I personally believe, as I have said many times, that our Gov- 
ernment expenditures ought to be more carefully scrutinized all the 
time. So I think that your concern is probably justified. 

Senator Caritson. Well, Mr. Secretary, I did not want the record 
to be closed without getting some of these farm figures in, which are 
accurate figures, and I think they show the situation, which I believe 
is serious, in fact it is critical. 

I am concerned about it, as I do come from an agricultural State. 

There is a tendency to want to reduce prices on farm commodities. 
For instance, this year we have the loan support or price support 
out in Kansas of $2.06 a bushel on wheat. Next year it will be $1.78, 
unless the Congress changes it. 

With 2.6 cents worth of wheat in an 18-cent loaf of bread, it does not 
make any difference whether wheat is $2.06 or $1.78 per bushel, as far 
as the consumer is concerned, but it does make some real problems on 
the farm . 

I want to bespeak of you—your sincern concern about this when you 
get into civilian life, because I think you are going to feel it more 
there than you have in the Treasury. You are going to hear more 
directly from the farmers out there. 

Secretary Humpurey. I think that is probably right. 

Senator Cartson. One more item, and then I am going to be 
through. 

I did not want to let this session conclude without getting into hous- 
ing. Everybody else has been into housing, and so I vastal to get into 
housing for about 2 minutes. 

Recently, I read a survey completed by a national group in the 
home building field, the National Association of Home Builders, and 
they polled 500 of its better established members across the Nation 
and found, based on this survey—and I have a statement here which 
] want to make a part of the record—they found, based on this survey, 
that prices on new homes are up only 1 percent in 1957 compared with 
increases of 8 percent in 1956 and 11 percent. in 1955, 

If I have understood your testimony, and I have been here every, 
day, I believe it has been your contention that, I do not say high inter- 


600 FINANCIAL CONDITION OF THE UNITED STATES 


est rates, but high interest rates plus other costs have held back some 
construction, and probably have been helpful to the home purchasers. 

Based on this table and this survey of the National Association of 
Home Builders, that would be correct, because the price has increased 
8 percent in 1956 and 11 percent in 1955, and only 1 percent in 1957. 

Secretary Humpnurey. That would be further indication, another 
item to add to those we have already discussed that might indicate 
that this is beginning to be effective and take hold. 

Senator Cartson. That is one of the reasons I wanted to call this 
to the attention of the committee. 

Now, the National Association of Home Builders, in this same sur- 
vey, showed that the line was held on prices, and they state, of course, 
for two reasons: The purchaser becomes more selective, for one thing; 
and, secondly, it does cost more to finance the purchase and keeping 
of the home. 

The typical new home in 1957 increased $200 this year, to $14,800, 
despite thé increases that. were reported by 88 percent of the builders 
for labor, 85 percent for land, 82 percent for materials, and 72 percent 
for promotion. 

All these increases were taken care of, and yet they only added $200 
to a house of $14,800. 

Secretary Humrurey. That is very interesting. 

Senator Cartson. I should like to have this newspaper article re- 
garding this survey made a part of the record, Mr. Chairman. 

The CHamman. Without objection, it will be inserted. 

(The article referred to is as follows:) 


Butipers’ Survey Finps New Homes’ Price Tac Up 1 Percent Over 1956 


(By Hugh L. Morris) 


Stabilized. prices and a slackening pace in the upgrading of American homes 
appear to be important secondary effects of the decline in construction of homes, 

That both are occurring is pointed up for the first time in separate surveys just 
completed by two national trade groups. 

After polling more than 500 of its “better established’? members across the 
country, the National Association of Home Builders says that prices on new 
houses are up only 1 percent in 1957 compared with increases of 8 percent in 
1956 and 11 percent in 1955. 

The National Association of Real Estate Boards surveyed 227 cities and re- 
ports that prices on used homes have firmed up but the turnover is slower because 
of the lack of new houses. 

The NAREB says that the single-family used home built since 1940 is “strongly 
competitive” because land scarcity and rising costs have pushed up the prices 
of new houses at the same time that the tight mortgage money market has helped 
to reduce the. volume, 

It points out that new-home sales set off chainlike series of transactions. 
When there are fewer homes, there are fewer used ones sold with traditionally 
American “trading-up” sharply limited. 

The NAHB survey says that the line was held on prices—the typical new home 
increased $200 to $14,800 this year—despite increases reported by 88 percent of 
the builders for labor, 85 percent for land, 82 percent for materials, and 72 per- 
cent for promotion. 

Most of the difference was absorbed 2 ways: 74 percent of the builders 
claimed lower profits, and average floorspace was the same as in 1956—1,140 
square feet—after 5 years’ expansion. 

The survey shows that 16 percent of the builders had private financing with 
minimum downpayments for 4% percent GI home mortgages at 30 years, and 33 
percent had similar financing at 25 years. 

On 5 percent FHA financing, the comparable figures were 29 percent and 71 
percent. 
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The NAHB reports that the prevailing terms on conventional loans were typi- 
cally one-third down, 20 years at 5% percent. It notes a slight easing from 6 
months ago. 

Senator Cartson. Mr. Secretary, you have been most kind, and I 
certainly thank you. 

Secretary Humpueey. I thank you very much, Senator. 

The Cuarrman. Senator Douglas has yielded to Senator Gore, and 
the Chair recognizes Senator Gore. 

Senator Gore. Mr, Chairman, in an effort to avoid repetition of 
the many, many questions which have been submitted to the distin- 
guished Secretary of the Treasury, I have chosen to make.a brief 
summary statement covering certain aspects of the problem, upon 
which, after I have made it, I will invite Secretary Humphrey to 
comment as he may wish. 

At the very earliest minute I could get it from the mimeograph 
machine this morning, I sent a copy of this statement to Secretary 
Humphrey. I thought that was an act of courtesy to him. 

And before going further, I wish the record to show, Mr. Chairman, 
that this committee has been favored almost daily during these long 
sessions with one of the most charming ladies ever to grace the Cabi- 
net wives of the United States Government, Mrs. Humphrey, who is 
here today. 

Secretary Humpurey. That is very nice. 

Senator Gore. My first fundamental point—that was my warmup, 
Mr. Secretary. [Laughter. | 

My first fundamental point of difference with the position of Sec- 
retary Humphrey, as taken before this committee, concerns the na- 
ture of the inflationary threat with which our country is confronted, 
There is no disagreement between us as to the consequences of in- 
flation. 

Perhaps some of my colleagues may recall the role I played in com- 
bating inflation, both before Pearl Harbor and after. The term “in- 
flationist,” by which, in his opening statement, Secretary Humphrey 
described all those who disagree with his policy, may fit some, but does 
not fit me. 

Even so, there are some who, unfortunately and unwisely, consider 
it an utter impossibility to be in opposition both to inflation and to 
current governmental policies which allegedly are for the purpose of 
combating inflation but which have notably Failed in this regard. 

We have “true inflation,” according to the weight of accepted au- 
thority, when an increase in the quantity of demand produces no 
further increase in output and therefore spends itself entirely in price 
increases. 

I do not believe we are in such a period or such an economic state. 
On the other hand, it seems fair to conclude that Secretary Humphrey 
does think we have just such a classical inflationary condition. 

Indeed, he said to this committee that further— 
expansion of bank credit would merely have enabled more would-be buyers to 
bid up the price of the limited supply of goods and services. 

As a further explanation of his understanding of the current situ- 
ation, Secretary Humphrey stated that: 

The reason that these inflationary pressures are on us now is because of the 
great prosperity which the country is enjoying at the present time. It is the 
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demand for building, it is the demand for goods, it is the demand for all sorts 
of things that are exceeding the supply. 

The Secretary also agreed with the thumbnail summary of his views 
that this inflation “was caused by a bigger demand than productive 
capacity could supply.” 

Now, as the facts have been developed, no significant scarcity in 
goods and commodities has been revealed except in a very limited 
number of specialty items such as large structural steel shapes. On 
the contrary, surpluses of goods or of productive capacity to turn out 
more goods are in evidence almost everywhere we look. 

The “limited supplies,” as we have seen, are not in goods; but, 
rather, in money and credit. The “excessive” supplies, on the other 
hand, as we have seen, are not in money and availability of credit; 
but, rather, in goods and commodities. 

Thus, Mr. Chairman, we have found our economic situation to be 
in sharp variance with the classical type of inflation which Secretary 
Humphrey has assessed and assumed the situation to be. 

Then, I completely reject the position which Secretary Humphrey 
has repeatedly stated to this committee that the United States Gov- 
ernment is, and should be, as helpless in marketing its securities and 
in managing the public debt as a local merchant “trying to sell a fur- 
lined overcoat in August.” 

Many of the hurtful consequences of such a concept and of such 
abandonment of responsibility have been developed during this hear- 
ing and are plain for all to see. 

Now, Mr. Chairman, starting with these basic disagreements as to 
the nature of our problem and as to the capacity and responsibility 
of the Government to serve its fiscal necessities or to protect its fiscal 
integrity, disagreement on policy to cope adequately with the situa- 
tion as it is, in contrast with what it has been assumed to be, is an 
entirely logical, if not unavoidable, consequence. 

Even if we were, contrary to fact, in a period characterized by 
short supplies of goods, commodities, and services, and by excess 
supplies of money and credit, the economic policies now being pur- 
sued by this administration, admittedly of some value in such a situa- 
tion, should only be used with restraint and discretion. 

This would be true because of disturbing trends, both long-term 
and short-term, in our economy and our society which pose a basic 
threat to true free enterprise and reasonable equality of economic 
opportunity, to which I will later refer; and, also, because such poli- 
cles, if badly organized or indiscriminately applied, tend to disar- 
range and often worsen desirable distribution of goods and fair distri- 
bution of income. 

But, Mr. Chairman, when such policies are applied to the conditions 
as they are today, in sharp contrast. to what they have been assumed 
to be, these policies are disclosed to be fallacious and hurtful because 
they create imbalance, not balance; instability, not stability; poorer. 
not hetter distribution ; inadequate, not adequate economic growth and 

rroeress, 

All this is true because these policies encourage rather than dis- 
courage the peculiar kind of selective price and income inflation com- 
bined with selective price and income deflation which continue to 
threaten our economy. 
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What we have, as I see it, is a highly selective, nonuniform price 
and income inflation. I know of no better example—though there are 
others—than the current inflation in the price of steel. 

This, as the Secretary has acknowledged, will stimulate inflation 
of prices over a “wide area” of our economy. 

A hardware merchant has told me that, immediately after the recent 
price increase of steel was announced, his wholesale supplier notified 
him that fencing wire would be increased $1 per bale to him. 

This means higher prices for nails, hammers, saws, refrigerators, 
air conditioners, television sets, automobiles, plumbing fixtures, and 
down to such little things as metal compacts, lipstick containers, locks 
and keys, and to such big things as structural steel for buildings and 
highway and bridge construction. 

Indeed, Mr. Chairman, our whole industrial economy has a strong 
metallic base. Our highly industrialized economy of today cannot 
exist without a constant supply of basic metals like iron, steel, copper 
and aluminum. The whole Nation is dependent for steel upon a very 
few tightly controlled large corporations. 

This steel price increase has not been dictated by a depleted profit 
position in the steel industry. On the contrary, profits have been, 
and are,enormous. This inflationary increase in the price of steel has 
not been dictated by the classical inflationary condition of demand 
exceeding current productive capacity. The steel mills are currently 
operating at only about 80 to 90 percent of capacity, as we have seen. 
This price increase can hardly be blamed on competition in the steel 
industry. 

What, then, is the reason for inflating the price of steel? Well, 
there is no mystery surrounding the reason for the increase in the 
price of steel. 

The chairman of the board of United States Steel advised the stock- 
holders at the annual meeting on May 7, 1956, that a projection of 
the financial needs of the company showed that they would need an 
additional $140 million. He then proposed to the stockholders that 
the method to use to get expansion capital “is by raising prices from 
time to time—as circumstances require and permit.” 

Similarly, the minutes of the Standard Oil Company of New Jersey 
for the meeting of the board of directors on December 13, 1956, showed 
that “for the first time in many years” the company was faced with 
the probability that they would have to use something more than 
internal financing to “cover replacements, modernization, and ex- 
pansion.” 

However, as it inevitably turned out, this company was able to 
increase its prices to the extent that 1t was unnecessary for the com- 
pany to resort to external financing. 

This type of price inflation, primarily to finance expansion, is 
actually encouraged, not discouraged, by current Government policies. 
High interest rates and diminished possibility of competition, both 
created by current policies, encourage and invite big business concerns 
to finance their capital expansion and improvement in large part from 
inflated prices and consequent swollen profits. 

In this way, Mr. Chairman, the public is unfairly forced to pay for 
the further concentration of the Nation’s economic strength and 
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wealth in big corporations, thus intensifying the growing threat to 
competition and equality of enterprise. 

Thus, you see, like most other elements of inflation, it weeds upon 
itself. 

The social injustice of this practices can be seen in the fact that the 
mass of our people are forced unfairly to pay higher prices for the 
products of big business, thus forced themselves to contribute to the 
further disparity of wealth and income between themselves and a 
comparative few who have large holdings in such corporate enter- 
prise. 

Because consumers are being made to pay unfairly for added plants 
and profits, through unfairly inflated prices and because of various 
tax concessions, these stockholders collect larger and larger dividends, 
and in addition can daily watch the rapid appreciation of their 
fortunes. 

Steel is by no means the only example of such unfair gouging of the 
public by the big, the powerful, and the rich. Indeed, this is charac- 
teristic of our current economy and is encouraged and abetted by 
governmental policy. 

According to the statistics from the Securities and Exchange Com- 
mission, corporations spent $35.1 billion in 1956 for expansion and 
improvement. Of this amount, only approximately $10 billion came 
from long-term borrowings or new stock issues. 

The overwhelming proportion came from internal financing—in- 
flated prices and swollen profits and depreciation reserves. Though 
expansion financed in part by profits may be sound practice, this ex- 
treme profiteering appears to me unconscionable. 

This disturbing development is not only abetted by monetary policy, 
but possibly even more by tax policy, by appointments to and policies 
of regulatory agencies favorable, not to the public interest, but to the 
very interests which such agencies and personnel are supposed to regu- 
late, and by other actions and policies of the administration which 
create what Secretary Humphrey described to us as “an improved 
climate for enterprise.” 

I find myself in agreement with both Secretary Humphrey and the 
new Secretary-designate, Mr. Anderson, that higher interest rates are 
both inflationary and deflationary. 

It so happens, though, that the deflationary effect of higher interest 
rates is most effective in that portion of our economy in which we have 
the least amount of price and income inflation—or, in some instances, 
even deflation—and is most effective in that portion of our economy 
in which we have administered price inflation. 

Though higher interest rates, as Secretary Humphrey has said, 
help one group of our people a great deal, as I see it they hurt most 
people severely. 

Secretary Humphrey has repeatedly referred to action by the Gov- 
ernment to hold interest rates down as “artificial,” but has referred 
to action to increase interest rates as “natural.” The fact is that one 
is as “artificial” as the other, both being the result of positive action 
by the Government. 

Though we have heard much about the sale of Government secu- 
rities “on the nose” at what the market will take, actually Government 
bonds have been deliberately sold at interest rates higher than neces- 
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sary, thus placing an unnecessarily heavy burden on taxpayers for 
many years to come. 

On yesterday, in fact, Secretary Humphrey, with characteristic 
and commendable candor, expressed the opinion that we might be bet- 
ter off if he had led the market “a little more than we did.” 

On yesterday, too, Secretary Humphrey jocularly remarked that we 
often try to go in two directions at once. That was in an exchange 
with Senator Anderson. 

In all seriousness, that is exactly how governmental policies have 
been applied in some instances. 

For instance, in 1953, the Government raised rediscount rates in the 
Federal Reserve System, thus increasing interest rates throughout the 
Nation’s banking system and, in the same year, not only lowered re- 
serve requirements, thus expanding credit, but also lowered by 3314 
percent, margin requirements, thus stimulating speculation im cor- 
porate securities. 

In fact, both reserve requirements and margin requirements are 
lower even today, as they have been during the past 4 years, than 
they were in January 1953, even though in the period from March 
1955 to date, the rediscount rate has been increased successively 11 
times, thus giving successive boosts in interest rates to the Nation’s 
banking system, on installment credit and in the market place. 

Thus, Mr. Chairman, it will be seen that interest rates have been in- 
creased primarily for the purpose of increasing income from interest. 

The greatest artificiality of our age is the corporation. It is a ficti- 
tious person. but nevertheless a legal entity. I accept the necessity of 
2 corporate entity. It has been very valuable in our economic develop- 
ment. 

I do question, however, the unreasonable and unjustifiable favor- 
itism toward income from corporate investment and other policies 
which, specifically, and in general, encourage the creation of corpora- 
tions and unduly encourage investment and speculation in corporate 
stock. 

The monetary and economic policies of the Eisenhower administra- 
tion, labeled “antiinflationary,” seem to me to miss the mark. They 
severely hurt, as already demonstrated, large segments of our popula- 
tion and economy, particularly those segments of our economy that 
are characterized by competition and multiplicity of small-business 
concerns, and those people who must borrow money or buy goods, 
homes, and automobiles on time. 

Major sources of inflationary pressures in our economy, on the other 
hand, are augmented by, instead of repressed by, these policies. 

The result, Mr. Chairman, is to make the big bigger, the rich richer, 
and to threaten the existence of a climate truly favorable to individual 
enterprise and equality of opportunity. 

These trends have produced conditions in our country and attitudes 
on the part of Government officials, as well as on the part of many 
private citizens, which are unhealthy. We have found it possible, for 
instance, to repeal the excess profits tax, but we have not found it 
possible to increase tax exemptions for a child or an aged dependent. 

We have not found it possible to return to the prewar policy of giv- 
ing some preference in income taxation to income actually earned by 
human efforts, but instead we have gone so far in the opposite direc- 
tion as to give a tax preference to unearned income from dividends. 
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We have given vast benefits through rapid tax writeoffs to bring 
about construction of more factories, even though existing productive 
capacity was by no means fully utilized, but we have not found it pos- 
sible to pass a school construction bill. 

We have given vast interest-free loans to big business to build plants, 
but programs to help people become homeowners falter and fail be- 
cause of deliberate Government policy of forcing higher and higher 
interest rates on home mortgages. 

In these ways, and in many others, Mr. Chairman, our Government 
is favoring material values over human values. This I challenge with 
all the sincerity of my being. I challenge it in whole and in part. 

The resolution adopted by this committee is a broad one. It en- 
compasses the whole economy, and is not limited, as some may have 
concluded, to monetary and fiscal policy. 

I hope this investigation will be a searching inquiry into not only 
current monetary and fiscal policies, which are an important part, but 
only a part, of policies or lack of policies, action or lack of action, the 
responsibility for which is partly on this committee, creating the con- 
ditions which I have briefly described and which I view with alarm, 
but also tax structure, economic concentration, maladjustments of dis- 
tribution, threats and impediments to free enterprise, and the whole 
economic fabric of our society. 

Do you wish to comment, Mr. Secretary ¢ 

Secretary Humpnrey. Well, Senator, as you have stated to the com- 
mittee, you very courteously sent me a copy of this just as soon as 
you had it off the duplicating machine, and I had the privilege of 
reading it in the automobile as I came to the meeting. 

I think this is a very full statement of your summarization of the 
discussion that has gone on here for the past 4 weeks, from your 
point of view. But I think it would be simply a duplication of effort 
to go back over the various facts and figures and discussion and points 
of view which have been brought out and discussed here for the past 
4 weeks. 

So that I believe the most progress—I think this is a very proper 
part of the record of these hearings; a very proper expression, from 
your point of view, of what you believe, conclusions you have a right 
to draw from what has gone by. 

But I think it would not be profitable for anybody to go back and 
rehearse the record again with respect to it. 

Senator Gore. Well, it was for the purpose of avoiding just such 
a repetition that I gave the summary statement. Of course, I would 
be pleased for you to make any statement you desire to make. 

If you have no further comment, I will have a few questions which 
I think have not been answered. 

Secretary Humpnrey. Fine. 

Senator Gore. From time to time, you have referred to “rolling 
readjustment,” and “leveling off,” and “rhythms” in our economy. 

I would like to read a few excerpts from the Memoirs of former 
President Herbert Hoover. Then I will again afford you an oppor- 
tunity to comment as you may wish. 


The stock boom was blowing— 


I am not, in fairness to the text, reading seriatim, but selecting sen- 
tences from a few pages. 
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The stock boom was blowing great guns when I came into the White House. 
I therefore resolved to attack the problem from several directions, in addition 
to securing cooperation from the Federal Reserve System. 

To create a spirit of caution in the public, I sent individually for the editors 
and publishers of major newspapers and magazines and requested them sys- 
tematically to warn the country against speculation and the unduly high price 
of stocks. Most of them responded with strong editorials. This had no appre- 
ciable effect, however. 

Secretary of the Treasury Mellon and others at my request, issued repeated 
statements urging the public to convert their stocks into bonds and advising 
other forms of caution, This also had no effect. 

My second line of attack, 6 weeks after my inauguration, was to request Mr. 
Henry M. Robinson, president of the First Security National Bank of Los 
Angeles, to go to New York, and to talk in my name to the promoters and 
bankers behind the market. But the New York bankers all scoffed at the idea 
that the market was not sound. They were certain this was a new era in which 
old economic experience did not apply. 

A dispute arose between Governor Young of the Federal Reserve Board and 
important banks as to whether or not the discount rates should be raised as a 
brake on speculation. Governor Young contended that to raise the rate simply 
gave the banks larger returns by penalizing commercial business. 

At one moment the Federal Reserve Board’s action forced money rates for 
speculative purposes up to 20 percent per annum, but people who dreamed of 
100 percent profit in a week were not deterred by an interest rate of 20 percent 
in a year. 

Mr. Young actually demonstrated the futility of the idea upon which the 
Reserve System had been founded, that it could control booms. Control of 
interest rates could not stop them. 

The Federal Reserve Board on August 6 finally increased the discount rate 
to 6 percent. It had no effect whatsoever on this Mississippi bubble. The stock 
market slump on October 29, 1929, came 7 months after I entered the White 
House. 

When the inevitable black morning of their dream dawned, the exponents 
of the new era were surprised. Promptly we had a flood of reassuring state- 
ments to the anxious speculators from economists, bankers, the press, labor 
leaders. Charles E. Mitche!l of the National City Bank announced that “the 
reaction had outrun itself.” 

The New York Times praised the soundness of the financial structure. Mr. 
Rockefeller, Mr. Morgan, Mr. Raskob, all announced that they were buying 
stocks. 

I am not a pessimistic soul, but I was not impressed by all this optimism. 
The normal business cycle periodically must readjust disequilibriums which are 
a part of the rhythm of our growing free economy, but this was more than 
rhythms. 


In view of this statement by the former President, that the rais- 
ing of interest rates had no effect at all to stop the boom, or check 
the speculation in corporate issues, I wonder if you would be willing 
to indicate whether you think the higher interest rates imposed for 
the past 4 years have had an appreciable effect in that regard. 

Secretary Humpurey. As I have said, Senator, a number of times, 
both in this hearing and previously, I do not believe that there is any 
single system or any pat way or easy way of controlling the whole 
economy from Washington. 

I do not believe, and I think everybody must recognize, based on 
the experience that we all went through as outlined by you, that you 
read from the situation in 1929, that interest rates alone or Federal 
Reserve Board action alone can prevent a reaction if excesses have 
occurred in the economy of so great a nature that they, in turn, will 
force revisions through economic laws. 

I think, as I have said yesterday and as I have said many times 
before, that we can in Government, the Government can, lean against 
the wind, the Government can attempt to discourage on the upside 
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and encourage on the downside, and I think its efforts can be help- 
ful, within limits. 

I do not think they can be conclusive. I do not think any one of 
the things that can be done is particuarly effective unless it is joined 
in with others. I think that a sound financial position—a sound 
fiscal policy—must follow along. 

I think control of Government spending is a very important ele- 
ment of this whole situation. I think the fact that we are spending 
‘so much money now for our security, that we are putting so much 
money into payrolls for the manufacture and letantian of goods 
which make no contribution whatever to the permanent capital of 
the country—and I am thinking of armaments and I am thinking of 
bombs, I am thinking of guided missiles, I am thinking of long-range 
bombing airplanes. We are putting billions of dollars into those 
things and into research for the further production or the improved 
production of those things, all of which goes into payrolls, goes into 
the spending stream, goes into the power of people to buy, and pro- 
duces no goods whatever for the people to buy with the money that 
goes into that spending stream. 

Now, I think that that situation, in and of itself, is a great infla- 
tionary pressure. It is going on in other countries of the world, and 
for pretty much the same reasons. 

I believe that by leaning against the wind, by attempting to 
restrain excessive optimism at proper times, and to discourage ex- 
cessive pessimism at other times, we can moderate swings. I hope 
we can do so, and by Government financing and better control, and 
continually improving Government control of expenditures, and ul- 
timately a lessening of Government expenditures by substantial 
amounts, by some way or other in this world working out a more 
secure system so that so much of the world’s effort is not directed to 
the production of goods which do not contribute to the living of the 
people, the armaments that I speak of, so that so much effort is not 
dissipated in that form but can be turned into the making of machine 
tools and the building of factories and the making of goods that 

eople can enjoy currently, add to the capital of the country or to the 

iving of the people. As that goes on I think we have, if we are wise 
and careful, and if we are flexible and do not get rigid in our positions, 
I think we have an opportunity to at least ameliorate swings, and I 
hope avoid any serious swings. 

Senator Gore. Mr. Secretory, that is a very courteous and general 
statement of your views. I had hoped we could be a bit more specific, 
thus avoiding repetition of the fields that have been covered. 

To come to a specific point: o what extent do you think corpora- 
tions in positions of quasi-monopolistic suppliers are justified in 
financing plant improvement and expansion, the acquisition of assets, 
through higher prices? 

Secretary Humpurey. Well, that is a very large and important 
question, and I think that 

Senator Gorr. I think you will agree it is a question which has 
not been 
Secretary Humpurey. Raised here. 

Senator Gore (continuing). Been raised here; yes. 
Secretary Humpnurey. That is right. 
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Senator Gorn. And in the interest of conserving your time and 
the time of the committee, and my own, I am trying to steer clear of 
repetition. 

Secretary Humpmrry. I appreciate that, Senator, very much, and 
T will try to also steer clear of it 

I think the only simple answer to the question you ask is this: 
that if prices are raised to a point where you have an undue profit 
from the sale of goods, those prices, I would say, are too high and 
are improper. 

If, however, the total profit that is made on the sale of goods is a 
reasonable profit, and that profit is only partially distributed to the 
stockholders of the company and partially withheld for the improve- 
ment of the property, I think that is a very fair and proper use of 
corporate functions. 

Now, if the profit is reasonable for the owners of the business, they 
either can have it all, if the directors declare it as dividends, and 
they then have a proper return on their money, or they can have a 
lesser return on their money by a smaller dividend, and the balance 
that is retained can very properly then be used in the expansion of 
the business or the renewal or the improvement of the business and 
in the maintenance of the business for future development. 

Senator Gorg. I agree heartily with that general statement. 

I believe it requires, however, in order to arrive at some meeting 
of the minds, some interpretation of what is undue profit and what 
is reasonable profit. 

Secretary Humpnurey. I think that is right. 

Senator Gore. Excuse me? 


Secretary Humpeunrey. I think that is right. 

Senator Gore. Do you think that the profits are reasonable, or 
undue, in the case of the steel industry, in which the record, I believe, 
will show we have seen successive years of record dividend distribu- 
tion, and also earnings retention ¢ 

Secretary Humpurey. Well, I think that whether they are reason- 
able or not would depend very largely upon the amount of money 


that is earned upon the capital invested, the percentage that is earned 
on the volume of sales, and such items as that. 

I think that those measures are a fairer measure than a comparison 
whether one year is more than another or not. It may be that a lower 
year was unduly low, and that a new record earnings is just coming 
up to what is reasonable, or is maybe still relatively low. 

I think that until you have the figures before you, which I do not 
have, to show what percent is earned on sales and what percent is 
earned on investment, it is very difficult to say whether a profit is too 
high or too low, or good or bad, just because it compares one way or 
another with a previous year. 

Senator Gore. I think that is again a statement with which I full 
agree. We have not yet arrived at either a definition or a positive dif- 
ference in point of view with respect to the propriety of the profits of 
the steel industry and the price increases. 

Do you think the $6 per ton increase in the price of steel was rea- 
sonable or undue ? 

Secretary Humpurey. Well, I was asked that the first day, Senator, 
of the hearings, and I said this: That I have been out of the steel 
business for 414 years. I have been working for the Government for 
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414, years, and I am not prepared or qualified to comment on the steel 
business. 

Senator Gorr. You profess no knowledge of the steel industry ? 

Secretary Humenrey. I will not go quite that far. [Laughter] 
But I will say I have no current knowledge. 

Senator Gorr. You have not paid any : attention to earnin gs reports ? 

Secretary Humpurey. No; I have not. 

Senator Gorr. Company statements ? 

Secretary Humpurey. No; I have not received a company statement 
of our company since I have been here, except the annual statement 
that is published and distributed to the public. 

Senator Gore. Well, maybe we can approach the problem a little 
more specifically. 

Secretary Humpnrey. And that is true of any business with which 
T am associated. 

Senator Gore. Let us approach the problem a little more specifically 
and in another way. 

Is there any particular meaning in fair and proper profits in the 
operation of the law of supply and demand when you are dealing with 
a monopoly supplier of a product which the Nation must have? 

Secretary Humpurey. Of course, it is a little difficult for me to 
answer that, because you incorporate in it a condition that I think 
you have got to take into account. You say a “monopoly supplier.” 

Senator Gorr. Make it “quasi.” 

Secretary Humpnurey. I a: not know just what “quasi-monopoly” i 
T am sure that—— 

Senator Gore. Do you know what “monopoly” is? 

Secretary Humrnrey. I think I will put it this way, Senator: I 
think you and I, Senator, have quite different ideas about the degree 
of competition in the steel business, and in a lot of other businesses. 

Senator Gore. Iam not sure that we do. 

Secretary Houmrurey. I think they are pretty competitive. 

Senator Gore. Well, let us see 

Secretary Humrnrery. And arweye have been. 

Senator Gore. Let us see— 

Secretary Humpureey. Again barring the last 414 years. They may 
have varied their practices. (Laughter. 

Senator Gore. I understand you profess no knowledge of the last 
4 years, though I believe you did not exactly say that. 

‘Secret ary Huwenrey. I did not quite say that. 

Senator Gore. Do you think the other five principal steel companies 
will, within a matter of a few days or few weeks, be increasing their 
price of steel by $6 per ton? 

Secretary Humerurey. I think they will approximate the same 
prices that the United States Steel Corp. has sold for, yes, and I think 
if they do not get as much for their product as their competitors do, 
they have a pretty stupid management, and I think it would be almost 
impossible to sell their goods if they tried to charge more. 

Senator Gore. Well, will you please explain 

Secretary Houmpurry. It is just kind of an automatic thing. 

Senator Gore. Will you please explain just how competition brings 
about an identical price for steel by all six of the major corpor: tions 
supplying the Nation’s steel? How does competition bring that 
about ? 
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Secretary Humpurey. I think the way price relationship is estab- 
lished is, in times of easy supply, the low man fixes the price preity 
well—that is, the low man that can supply a volume ; because it is pretty 
hard, when there is an ample supply of goods, if one producer is 
willing to take so many dollars for his product, it is pretty hard—until 
his product is all sold, at least—to have anybody else get any more. 

ou, as a buyer, if there are two of us come to you as sellers, and 
there is ample material available, and 1 quote $5 and my competitor 
quotes $10, why, I am going to get the business. And if my competi- 
tor wants to participate in the business, he is going to promptly 
revise his price down to $5 in order to meet mine, in order to try to 
participate in the business with you. 

The opposite is true when there is a very short supply. When there 
is a short supply, as you bid up, then, for my steel or my materials of 
any kind, the price that I will take will fix what the other people have 
to take or else they just automatically read themselves out of the 
market. 

So that the fellow who will take the lowest price for his product is 
the fellow who sets the market. 

Senator Gore. Well, Mr. Secretary, again as a general statement 
I could agree with that. But will you please relate that, with your 
very limited knowledge of the steel industry, to the steel industry? 
When has there been a soft supply situation in the steel industry? 
Are we in such a situation now ? 

Secretary Humpurey. In some lines we are, and we have been. 

Senator Gore. Is the current soft supply situation responsible for 
the condition which you just described, which prompts six steel com- 
panies to charge the exact same price for steel ? 

Secretary Humpurey. Well, as long as some fellow has it for sale, 
they will all come to about his price, as I say, because you ought to be a 
little ashamed of yourself if you cannot get as much as the other 
fellow, and you certainly cannot get more. 

Senator Gore. You said, though, that in case of a soft supply 
situation, the price would be lowered to meet the competition of the 
low man. 

Secretary Humpurey. That is right. 

Senator Gorr. When has that prevailed in the steel industry; not 
during the last 4 years, but prior to the last 4 years? 

Secretary Humenrey. Well, I think ordinarily, it has always been 
about that. I think the fellow who will take the least for his product 
is the fellow who fixes the price ? 

Senator Gore. Yeu think that is—— 

Secretary Husrnurey. Until he is out of the market. 

Senator Gorr. Then how is it, Mr. Secretary, that now the man 
who fixes the highest price fixes the price ¢ 

Secretary Humpurey. Well, I am not sure that this is the highest 

rice. 
, Senator Gorr. You think there may be another 

Secretary Humpurey. I am not at all sure but that some of the other 
producers might have thought they ought to get more. In fact, I read 
in the newspaper some very severe comments by the president of the 
Jones & Laughlin Co., who is extremely critical of this, and he thought 
he ought to have $10 a ton more. 
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But it does not make any difference what he thinks; if the United 
States Steel Corp., is willing to take $6, or if somebody else is willing 
to take $6, until they are sold out he has either got to sit on the sidelines 
or meet the price. 

Senator Gore. Well, now, let us analyze that a bit, Mr. Secretary. 
Are we now, with current production last week at 79 percent of ca- 
pacity, according to the press report, in a soft supply situation in steel ? 

Secretary Humpnrry. I think there is ample steel in some lines, 
and, as we pointed out the other day, it is short in others. They are 
not all the same. 

Steel, you see, Senator, is a term which covers a wide range of 
articles—— 

Senator Gorn. I understand. 

Secretary Humpurey (continuing). And some articles can be in 
much greater demand than others. 

Senator Gore. I am not referring to the specialty items. 

Secretary Humpurey. And you cannot switch entirely from one to 
the other. It is not a thing, I mean, if you happen to be a little short 
of wire, you can just switch from bars into wire and say you have got 
more wire. 

Senator Gore. Like you, I profess no special knowledge of the steel 
industry, but I was aware of that. [ Laughter. ] 

Secretary Humpuery. I think that is common knowledge. 

Senator Gore. It would have to be pretty common, I guess, to get 
down to my level in steel. [ Laughter. , 

But I would like to get you to relate your statement to the present 
situation. You say that when there is a soft supply situation, the low 
man fixes the price. 

Secretary Humpnrey. And when there is a tight situation, the 
buyer, the highest bidder of the buyers, fixes the price. 

Senator Gore. All right. 

Now, which situation is it, soft or tight, when United States Steel 
announces a $6 price increase and the other five play “follow the 
leader” in a matter of a few days, as you say you anticipate they 
will do? 

Secretary Humpurey. I think, generally speaking, when you have 
85 or 87 percent operation, that that is an easier situation. That 
is not a tight situation. 

Senator Gore. Well, is it soft or tight, or in between ? 

Secretary Humpurey. It isa reasonably soft situation. 

Senator Gorr. So, then, when 

Secretary Humpnurey. There is excess of capacity in many lines. 

Senator Gore. So, then, when the situation is either tight 

Secretary Humpurey. It has been tight, you see. You are just 
swinging here—as we pointed out the other day, in the past 18 months 
we have gone from shortages in a good many lines to easier supplies in 
a good many lines. 

Senator Gorr. Then when the supply situation is tight, or reason- 
ably soft, the price leader in both instances sets the price for all the 
companies? 

Secretary Humpnurey. No, not necessarily. When steel—— 

Senator Gore. I did not say necessarily. 

Secretary Humpurey. When the commodity is short, the buyer is 
the fellow, because it depends on what the buyer will bid. 
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When it is easy, why, the low seller sets the price. 

Senator Gorr. You say it is a reasonably soft supply situation in 
the steel industry now. 

Secretary Humpnrey. That is right; and I would think today, under 
today’s conditions, in many lines the lowest seller would set the price. 

Senator Gore. W ell, you said a few moments ago that you expected 
that all six concerns would meet the price announced by United States 
Steel. 

Secretary Humpnurey. That is right. And if they can sell their 
goods at that competitive price and get a reasonable operation, that will 
be the price. 

If they find they cannot sell at that price, I would expect that you 
would see somebody else cut it lower and get some business. 

Senator Gore. but as long as production——— 

Secretary Humpnrry. As. long as he can sell at his price, if you 

can get $6 for your steel, I am just a little ashamed of myself if I 
cannot sell equally with you and not get $6. But if I cannot, rather 
than shut down, I will take $5 and take some business, and that is the 
way it works. 

Senator Gore. Do you really contend, Mr. Secretary, that the clas- 
sical law of supply and demand operates now and does operate nor- 
mally in the steel industry ? 

Secretary Humpurey. Well, it was operating very normally 414 
years ago. 

Senator Gore. Well, I think that would require a definition of what 
you call “normal.” In view of your prior knowledge of the steel 
industry, not current—— 


Secretary Humrnrey. Well, it was operating the way I have indi- 
cated, when I was in it. 
Senator Gorr. With a very few who control the supply in an item 


which the Nation must have to sustain its industrial economy, you 
think that the operation of the law of supply and demand is normal? 

Secretary Humpurey. I think so. I think that, in my experience, 
you can have just as difficult competition and just as effective competi- 
tion with a small number of strong companies as you can with a large 
number of weak ones. 

Senator Gore. I will not pursue it further. It is obvious you and 
I do not agree on this point. 

Secretary Humpnrey. I think that is right, Senator. [Laughter.] 

Senator Gore. If it is not obvious to anyone else, which I fear it 
has been for some time, it is at least obvious to you and me. 

Secretary Humrriney. It is obvious to us. 

Senator Gorr. Yes. [{ Laughter. | 

Of course, Mr. Secretary, human beings, in many respects, are 
products of their environment. | That is no less true of me than it is 
of you and others. It is natural, therefore, that we would have differ- 
ent points of view on this situation, as well as others. 

It is for this reason that I have been disturbed about the trends in 
Government under an administration in which practically all of the 
high officials are drawn exclusively from the big business segment of 
our society. 

Those who come from that environment can, in all sincerity, think 
that what is good for General Motors is good for the United States; 
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can, in all sincerity, confuse ownership of stock in large corporations 
with ownership of America. 

I would like to read to you what I think is an eloquent statement of 
the “trickle down” theory. On page 90 of the hearings before this 
committee on H. R. 8300, April 7-8, 1954, I find this statement which 
you made: 

The recommendation to reduce double taxation of dividend income will en- 
courage the investment of savings so that business can expand and create more 
jobs. 

It was only yesterday that you told Senator Anderson that taxation, 
in your opinion, should be for one purpose, and I believe one purpose 
only, that of raising revenue. 

his would indicate that in 1954 you had a different purpose in 
mind. 

Continuing the quote: 

Largely because of tax restrictions, the trend in recent years has been sharply 
away from equity financing toward borrowing. This is the wrong way for 
America’s economy to finance its expansion. 

Now, that comes to the point I asked you a few moments ago: To 
what extent you thought it was proper for corporations in a quasi- 
monopoly supply position to finance expansion from prices and profit 
increases, price and profit inflation, rather than from equity financing. 

In 1954, you said this was the wrong way for America’s economy to 
finance itsexpansion. Isthat your view today ? 

Secretary Humpurey. Well, now, you have asked two questions, and 
let me answer them one at a time. 

Senator Gore. I beg your pardon; J did not mean to be unfair in 
submitting them. a 

Secretary Humpurey. That is right; but you have asked two ques- 
tions, and I will just answer them one at a time. 

Senator Gore. Fine. 

Secretary Humenrey. The first question you asked, if I had a dif- 
ferent view 4 years ago about taxation than I had yesterday when I 
was talking to Senator Anderson 

Senator Gorr. That was not a question. That was a statement. 
You may treat it as a question. 

Secretary Humpnurey. I want to correct it, because it is a mis- 
statement. 

Senator Gorr. Why? 

Secretary Humpurey. It is not correct. I have had exactly that 
same view, and if you will look back into many of my speeches at that 
time, you will find exactly the statement I made yesterday, I made 
at that time. 

The reason that I favored at that time, and still favor, a reduction 
in the double taxation of dividends is because, as I said to Senator 
Anderson yesterday, I believe that in raising the amount of money 
we have to have to pay our bills, it should be as fairly distributed as 
possible, and I think it is unfair to tax double the dividends that are 
earned by corporations. I think it is a double taxation on the same 
money. 

We limit it to a limited number of people, and those are the people 
who are stockholders in corporations. 

Therefore, I advocated and recommended, and I still advocate and 
recommend, that that double taxation be eliminated. 
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I did not recommend. that it be done all at once, because I thought 
that was too much of an adjustment to take at one step. I recom- 
mended that we start it, and you will find in my statements at that 
time I said I hope this will be a start, and that we will go further as 
other countries, such as Canada and Britain and other places, have 
done in eliminating the double taxation, which I believe is unfair to 
this group of people. 

I said as well as being fair, more fair or reasonably fair to that group 
of people by starting to eliminate that double taxation, it is also bene- 
ficial to the people at large because it does help to increase our pro- 
ductive capacity throughout the country. 

So it served a double purpose. But the purpose was to get a fairer 
distribution of the charge of taxation, and avoid a double tax. 

As to the second question 

Senator Gorr. May we 

Secretary Humpurey. Well, we will pursue the first one. 

Senator Gorr. You have presented what, to me, is an utterly un- 
acceptable concept, conclusion, and recommendation. 

It is your view now that actually there should be no tax whatever on 
income from corporate dividends ? 

Secretary Humpurey. I am not sure that it should be none. At 
least to the extent that the corporation pays the tax, there should be 
none. 

Now, then, I am not sure, and that question has not been raised yet 
because we have never approached that point. But with our scale, our 
increasing scale, of taxation, it may be that if you ever approach that 
point, you would want to consider, and we did think about it and 
consider it, a credit of the corporate tax against the individual tax, 
which would not eliminate the highest rate of tax. 

It was thought best to do it this way as a start. We thought this 
was the simplest and the fairest way to start to do it. 

Senator as But you have stated, as you have said, previously, 
and you restated a few moments ago, that ultimately you think the tax 
on corporate dividends should be eliminated. 

Secretary Humenurey. No, I have just stated again to you 

Senator Gore. There was a slight difference between your two 
statements. 

Secretary Humpnurey. I think the double tax—let me put it this 
way: I think the double tax on corporate dividends should be elimi- 
nated. Ido not think the corporation and the individual should both 
pay tax on the same money. 

Senator Gorr. Then you think that if the corporate rate is 52 
percent—— 

Senator Humrnrey. At least to that extent the income should not 
be double-taxed to the shareholders. 

Senator Gore. You think, then, dividends should have what kind 
of credit in taxation ? 

Secretary Humrnrey. Well 

Senator Gore. Will you spell that out ? 

Secretary Humpnrey. Well, the kind of credit we adopted was in 
favor 

Senator Gore. Well, to reach your goal of having no, what you 
call double taxation, which I say we do not now have, but accepting 
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your definition of the term, to what extent would you give dividend 
credit to eliminate what you call double taxation / 

Secretary Humpnrey. Well, I would start as we have started, and 
I would keep increasing it as adjustments could be made, could 
properly be made, as you go along. 

As I say, I do not think you can do it all at once. 

Senator Gore. Well, at what dividend credit. would you arrive, 
when you arrive at the goal which you have described, and which you 
recommend, as complete elimination of double taxation ¢ 

Secretary Humpurey. That i is a long way in the future, Senator—— 

Senator Gore. I am not asking you to estimate the time. 

Secretary Humpurey (continuing). When you are going to do it, 
because as you make these adjustments, they will have to be made a 
step at a time, just as you do with a great many other adjustments. 

We have made a lot of adjustments in that in the bill, the tax-revision 
bill. We made a lot of adjustments, I think all of which were bene- 
ficial, a good many of which were simply steps in the right direction. 
And I think you have to take it a step at a time. 

Senator Gorn. I did not ask you, Mr. Secretary, as to when you 
thought we could arrive at that point. I was trying to elicit from 
you a mathematical estimate of the tax credit which would be nec- 
essary. 

Secretary Humprurey. I would like to eliminate the double tax- 
ation. 

Senator Gore. This is what I am trying to find out: What income 
credit, what dividend credit, what tax credit, what rate would be 
necessary to eliminate what you call double taxation / 

Secretary Humrurey. Well, it would depend on what the rates 
were at the time you were talking about. 

Senator Gore. Let us take a given rate at 52 percent for corporate 
taxes, 

Secretary Humpurey. I do not know just what you mean. You 
cannot 

Senator Gore. Well, the present dividend credit does not eliminate 
what you call double taxation, does it ? 

Secretary Humpnrey. That is right. It is just a step toward it. 

Senator Gore. I am trying to ask what rate would be necessary ? 

Secretary Humrurey. I would eliminate all of the double taxation, 
if you can finally reach that point. 

Senator Gore. Well, I am trying to ask you what the rate would be 
when you reached that point, if you had a 52 percent corporate rate? 

Secretary Humpnrey. Well, it would be 52 percent. 

Senator Gorr. You would give a 52-percent tax credit ? 

Secretary Humpurey. Yes. 

Senator Gore. It took usa long time to get there. 

Secretary Humrnrey. I did not know what you were driving at. I 
could not make it out. 

Senator Gore. I apologize for my clumsiness in making myself clear 
on that. 

Now you have stated your position. I will not argue with you about 
the fiction of double taxation. That is an argument which has gone 
on for some time. I completely reject the very theory of double taxa. 
tion, that such a thing as double taxation is involved i in the taxation 
of a corporation on the one hand, and individual income from divi- 
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dends on the other. The corporation is a legal person, and so is a 
stockholder. Whether or not the corporation is a person, I will not 
argue, 

lowever, since you have stated this position, do you think there 
should be a graduated system of corporation taxes 4 

Secretary Humpurey. No, I donot. Iam opposed to that. 

And the reason I am opposed to it, Senator, is this: that I think a 
person who has $5,000 to invest should not have to pay on the earnings 
that go to, that will eventually come to, that $5,000, a greater tax if 
that money is invested in A company than if it were invested in the 
B company. 

In other words, I think the same $5,000 should pay the same tax, 
should not pay more than the same tax, in the corporations, whether 
it is a big corporation or a little one, in which the investment is 
made. 

Senator Gorr. Then you would be opposed, I take it, to the preferen- 
tial rate now given to the small corporation. 

Secretary Humpnrey. Well, not necessarily. That is not a gradu- 
ated tax like the individual income tax. 

I think you can well have, for many purposes, you can well have 
a beginning division, such as you have in lots of things. These things, 
the theory and the practice, never completely work out for many 
reasons, and many conditions, and I think that a beginning rate for 
a particular size, both from the practical point of view of collection, 
and from the practical point of view of getting the money and the cost 
and expense of getting the money, collecting the money—and that is 
one of the things we always have to have much in our minds—is a 
perfectly proper division. 

Now, just what that beginning rate might be, or that rate below 
which you would not try to collect that amount, it is hard to say. 
Whether the present one is correct, or whether it should be higher or 
lower, I am not arguing that. I am saying that it is perfectly proper 
to take something of that kind. 

Senator Gore. Asa matter of equity ? 

Secretary Humpnrey. As a matter of equity and commonsense and 
enforcement. 

Senator Gorr. Mr. Secretary, I believe you said yesterday, or you 
said earlier—and I do not wish to pursue this particular point other 
than in preparation for another question—that it would be almost im- 
possible to sell a long-term Government bond now at any reasonable 
rate of interest. 

Secretary Humpurey. I think that is right. 

Senator Gore. Then, Mr. Secretary, if the Government gave a 52 
percent deduction on income from corporate investment, how could 
you ever sell a Government bond, the income from which is taxed? 

Secretary Humpurey. Oh, I think it would have relatively little 
effect. They are entirely different kinds of buyers. They go for en- 
tirely different purposes. And, you see, there are all sorts of in- 
vestors. Investors are not just one group of people that all want the 
same thing. 

Once in a while you get a lot of them who all want to buy some 
particular stock, and then you get into trouble with that stock. Then 
it goes too high. Or they all get disgusted with it at once, and it 
goes too low. 

93633—57——40 
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Senator Gorr. Let us take a given investor. 

Secretary Humpurey. But you have all sorts of investors who re- 
quire different kinds of investments, who want their money in dif- 
ferent sorts of forms, their security in different sorts of forms, and I 
think that, within limits, and only within limits, stocks and Govern- 
ment bonds are in competition, and they are relatively low limits. 

In many cases the investors are prohibited by law, the buyers of 
bonds would be prohibited by law, from buying stocks, or only a 
small percentage of stocks. 

Senator Gore. You know, yesterday when Senator Anderson sug- 
gested that he was going to give you a demonstration of what could 
be done with figures and dollars, I thought that was the most venture- 
some action that I had ever seen him undertake. 

I am almost in the position of equal trepidation in suggesting that, 
in my opinion, even with my limited knowledge of the investing in- 
stinct of the American people, you have just given us a completely 
fallacious answer. 

Let us take a given investor. 

Secretary Humpurey. Let us take a savings bank. 

Senator Gore. Well, let us take Charley Wilson. 

Secretary Humpnrey. Now, wait a minute. Let us take a savings 
bank. They have a lot more money than Charley Wilson. 

Senator Gorr. You know, since he has been mentioned, I think Mrs, 
Wilson may be right. We may have imposed on “Charley.” 

Secretary Humpurey. I think that is right. 

Senator Gore. If he had invested in Government bonds, he might 
have lost about a million dollars. 

Secretary Humrnrey. Well, you asked me a question. Let me an- 
swer that. 

Senator Gore. All right. 

Secretary Humpurey. Let us take the biggest investors in this 
country. Let us take insurance companies. They, by law, can only 
invest a portion of their investments in stocks. 

Let us take pension trusts. Pension trusts only take a certain pro- 
portion. 

Let us take savings banks, let us take commercial banks. They only 
buy a certain amount. 

Senator Gorr. Before you—excuse me. 

Secretary Humpurey. Those are the great big investors. 

Let us take a lot of funds of various kinds, endowment funds and 
things of that kind. They have only a limited amount of stocks that 
they will buy, and some of them by law can buy. 

Senator Gore. Well, have you completed your answer? 

Secretary Humpurey. Yes. And those are the big investors. 

Senator Gore. Well, to begin with, insurance companies occupy a 
wholly different situation, taxwise. 

Secretary Humpnurey. Well, they have a special 
problem to us, frankly. 

Senator Gore. I do not wish to go into it, but I wish to acknowl- 
edge that difference. 

Secretary Humpnrey. I know. But they do have a special tax 
situation, which is a great problem. 

Senator Gore. Well, would it be reasonable and fair to conclude 
from your answer that under the circumstances which you recom- 
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mend, investment in Government bonds would be almost exclusively 
by financial institutions? 

“Secretary Humpurey. No. We have about, I think we have per- 
haps—well, I would not say it is the largest, but a large class of 
investors, we have about 40 million people in America that own about 
$40 billion worth of savings bonds. 

Senator Gore. You are speaking of the present time? 

Secretary Humenrey. Right now. 

Senator Gorn. But I am speaking of, questioning you on, the hy- 
potheses of a 52-percent tax credit on income from corporate in- 
vestment. 

Secretary Humpurey. I do not think that would change your 
savings bonds at all. The people who buy savings bonds want, if 
they buy stocks at all, they want diversity in their portfolios, and 
they want their money in different forms. They want it for a differ- 
ent purpose. 

Senator Gore. For reasons satisfactory to yourself, which I will 
not question, you do not want to take Secretary Wilson as an example. 

Suppose you take me as an example. I am willing to serve as an 
example. Say I have $1,000, and I want to invest it in a security. I 
can invest in General Motors stock or United States Steel or General 
Dynamics or Industrial Rayon or some other corporation, and the 
income I receive from that investment is going to be, in major degree, 
tax free. 

Secretary Humrnurry. No; it would be some degree. It will pay 
one tax. 

Senator ANpERSON., You do not mean that. 

Secretary Humpnrey. Well, the corporation pays a tax on it. 

Senator Gorp. I was not talking about the corporation income. 

Secretary Humpnrey. That is right. 

Senator Gore. I am talking about the income to me from an in- 
vestment. We are talking about me now. 

Secretary Humpurkey. That is right. 

Senator Gore. I have $1,000, let us suppose. 

Secretary Humpurey. That is right. 

Senator Gore. That is a fine supposition, and it makes me feel good. 
My wife is laughing. Retehtend 

Let us go to another corporation, A. T. & T. I can buy a 6-percent 
stock. I can do so, and the income to me from that stock is going 
to be largely tax free. 

Secretary Humpurey. Yes. 

Senator Gore. How do you think you could persuade me to buy a 
“Humphrey-Dumpty” ? 

Secretary Humpnrey. Well, it will all depend on what you want 
to do with your money. 

Senator Gore. You understand, I refer to that not in—— 

Secretary Humpurey. I understand. 

Senator Gorr. I did not mean to be discourteous. 

Secretary Humrpnrey. Not at all. 

Senator Gore. I think it was generally referred to as one particular 
bond issue. 

Secretary Humpnurey. That is right. 








620 FINANCIAL CONDITION OF THE UNITED STATES 


It would all depend on what you wanted to do with your money, 
or how much of your money you wanted 

Senator Gore. Wait a minute there. I have one thing I want to do 
with my money, this $1,000 I am going to invest: I want to get the 
best return possible that I can take home—— 

Secretary Humpurey. And you are not—— 

Senator Gore (continuing) And keep. 

Secretary Humpurey. And you are not interested in your prin- 
cipal, 

Senator Gore. I was going into that next. 

Secretary Humpurey. I think most people are quite interested in 
their principal. 

Senator Gore. I was coming to that next. Let us first talk about 
the income. I am making a permanent investment now. 

How could you, as Secretary of the Treasury, persuade Albert Gore, 
a normally selfish individual, and with some reasonable degree of 
prudence, to buy a Government bond the income from which would 
be subject to normal taxation, when I could invest in a corporate 
stock, the income from which would be practically, if not entirely free 
from taxation ? 

Secretary Humpurey. I think I would just classify you as a very 
tough customer and pass you up and go and sell one of-——— 

{ Laughter. | 

Senator Gore. All right. I am going to pass you up that way, too. 

Secretary Humrpnrey. Now, wait a minute. I would not just stop 
there. 

I would just pass you up, and then I would go to 1 of the 40 mil- 
lion people we are now selling savings bonds to, and I would sell them 
another bond. 

Senator Gorr. Well, Mr. Secretary 

Secretary Humepnrey. Just let me finish. 

Senator Gore. All right. 

Secretary Humpnrey. We have sold 40 million people savings 
bonds, which I think are very good for them to have, and very good 
for us to have, and I think they are the best security in the world. 
And we have sold them, those savings bonds, and they do not begin 
to pay as much money as people can get on a lot of other securities 
that they could buy. 

And yet, while you are such a tough customer that I would not 
compete against you, I would sell to 40 million others. Every day 
we sell bonds at a lower return than people can buy stocks for or other 
things that will pay them more. 

Senator Gore. Mr. Secretary, I will conclude by just commenting 
that I think that you, perhaps, underestimate the intelligence and 
prudence of the American people. I do not think you will find as 
many suckers as that. 

Secretary Humpnurey. Well, we have got them, if that is what you 
all them, but I do not. I call them the smartest people in the world. 
[Laughter.] I think they are the best, the smartest, the most able and 
the most capable of looking after themselves of any people in the 
world, and I have got the greatest confidence in them. 

Senator Gore. You know, speaking of tough customers, I asked you 
a question a while ago, and we have been talking about something else 
for about 30 minutes. 
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The question I asked was: To what extent do you now think cor- 
porations should finance their capital expansion, improvements, and 
acquisition of assets, from internal financing, particularly in view of 
the fact that im 1954 you said this is the wrong way for America’s 
economy to finance its expansion 

Secretary Humpnrey. Well, I am afraid you are misinterpreting the 
words. I said equity financing. 

Senator Gore. May I read the two sentences, so we will both under- 
stand it / 

Secretary Humpurey. Just read it. 

Senator Gore. I certainly do not wish to put any words in your 
mouth. 

Secretary Humpurey. I just thing you got a wrong impression now. 

Senator Gorr. Let me read the two sentences together, and I think 
that will clarify it in my own mind, if I am confused. 

Largely because of tax restrictions, the trend in recent years has been sharply 
away from equity financing toward borrowing. This is the wrong way for 
America’s economy to finance its expansion. 

I think I did place a little more emphasis on being “away from 
equity financing” 

Secretary Humpnrey. That is right. 

Senator Gore. Than your statement did. 

Secretary Humrnrey. You see, equity financing, Senator, when a 
corporation earns a dollar and only pays a half dollar to the stock- 
holder instead of the whole dollar, and uses the other half dollar of 
that stockholer’s money to improve or replace its property, that is 
equity financing ,and that is one of the ways that you get equity 
financing, that you build up the equity as opposed to the debt, and that 
is exactly what I said they ought to do, and I say it again today. 

I believe in that, and I believe that the equity should be built up in 
the investment in the company, either by the sale of stock or by the 
use of money that would otherwise go to the stockholder, and they are 
both exactly the same, they serve exactly the same purpose, and they 
build up the equity as opposed to the debt. 

And that is exactly what those words say and what they mean. 

Senator Gore. Now I will be specific. I gave, in my statement, 
figures obtained from the Securities and Excl hange Commission, on 
which I do not believe you have expressed an opinion, and which figures 
I do not believe have been previously presented to the committee, to 
wit, that corporations spent $35 billion plus in capital expansion and 
improvement in 1956, of which amount only about $10 billion came 
from either equity financing or borrowing. The remaining $24 billion 
plus came from internal financing. 

Do you think that is a healthy condition ? 

Secretary Humrpnurey. That is equity financing. 

Senator Gore. Do you think that is a healthy condition ? 

Secretary Humenrey. I do not know. I do not know whether 
it would be better for that money to be paid out to the stockholders, 
and then they have to turn around and buy new issues. It is pretty 
hard to say. 

Senator Gorr. Well, do you think that is a result of undue profits, 
or reasonable profits ? 
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Secretary Humpurey. I do not think it has a thing to do, neces- 
sarily, with profits. 

Let me put it this way: If I am a corporation and the corporation. 
has a hundred dollars invested and on that $100 it earns $4, 1 would 
say that I thought that was probably a reasonable earning. 

Now then, if with that $4 I pay out $2 to a stockholder, and re- 
tain $2, I put that in, that builds up the equity as against the debt 
position of the corporation, and that is sound financing. 

I might, instead of that, pay out $1 and retain $3 to build it up, 
or I might pay no dividend at all and build up $4. 

In any event, I am building the equity in the corporation, which 
is good corporate financing. And if I can still induce stockholders 
to stay with me, I can build up good, sound corporate financing 
in that way. 

But as a rule, your stockholders, and if we had any like you, 
you would want a return, and I would have to pay $2 or $3 of the 
earning out and be left with $1, or maybe with 50 cents. 

Senator Gore. You know, Mr. Secretary, I have come to admire 
you in many respects in these 4 weeks, and though I fear it would 
not appeal to you, I have often thought you would be a good college 
professor. You can give such 

Secretary Humrurey. I have had a lot of hard things said about 
me, but [ Laughter]. 

Senator Gore. Well, the particular qualification you have shown 
is the ability to give very fine and pleasant-sounding lectures, largely 
general, and without current reality. [ Laughter. | 

Now, it so happens that currently, corporations are both paying 
the highest dividends and retaining the highest amount of profit, 
and doing the greatest amount of internal financing. And I am 
asking you if, in our current inflationary situation, that is healthy 
for the country ? 

Secretary Humpurey. I have to get back, Senator, to whether 
the profits earned are unreasonable or reasonable profits. I think 
that is where we get 

Senator Gore. I am asking you. 

Secretary Humpurey. I do not think you can just arbitrarily say 
they are or are not. 

There may be, I am perfectly willing to go along with you, there 
may be companies which are making more money than is a rea- 
sonable profit. There may be some that are not. I can mention 2 
or 3 of those that I happen to know about. 

But without knowing or without a study, I do not think you can 
generalize on this. I think you have to look at it—— 

Senator Gore. That is just what you have been doing. 

Secretary Humpurey. No. I have tried not to. 

Let me just call your attention to this, which I think might be help- 
ful to your thinking. 

Senator Gore. I am sure it would. 

Secretary Humpnrey. I have here this Economic Indicator, and it 
shows on page 8 that, as it happened, the undistributed profits, going 
over a period of years here from 1939 to 1956, the undistributed profits 
were higher in 1948 than in any other year, and they were higher 
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in 1950 than in any other year but 1948, and since that time they have 
been substantially lower. 

Senator Gore. Undistributed, based on what, now? 

Secretary Humpnrey. On earnings, the amount of earnings undis- 
tributed, of corporate profits. 

One of those is a war year, and one of them is a peace year. I will 
just read them so you will have them in mind. 

Senator Gore. Thank you very much. 

To get to—— 

Secretary Humpurey. It is not just a current phenomenon at all. 
It is a thing that varies from time to time. 

Senator Gorr. Well, I do not wish to go into a review of the figures 
on the percentage of profits as between large business and small 
business. I believe Senator Anderson covered that yesterday. It 
has been referred to 2 or 3 times. 

Secretary Humpurey. I think that is right. 

Senator Gore. I think the record shows that the trend has been 
steadily upward on rate of profit per dollar sales for the large, and 
steadily downward on rate of rofit for the small. 

Secretary Humpurey. I think those are the figures he put in 
yesterday. 

Senator Gore. Yes. 

I want to read to you a statement from Mr. Ben Fairless. Do you 
know Mr. Fairless? 

Secretary Humpurey. Very well. I have know him for 40 years. 

Senator Gore. Is he familiar with the steel industry ? 

Secretary Humpurey. Indeed he is, and I think—well, he is still 
in it. 

Senator Gore. But you are not. 

Secretary Humpurey. Not yet. 

Senator Gore. He said: 

So I come finally to financing through the sale of new stock. This is a 
historic American way and a completely appropriate means of acquiring funds 
for financing new facilities or expanding old ones. 


Do you endorse that ? 

Secretary Humrnurey. The sale of common stock ? 

Senator Gore. I will read the statement again. 

Secretary Humpnrey. Yes. 

Senator Gore (reading) : 

This is a historic American way * * * So I come finally to financing through 
the sale of stock. 

Secretary Humpnrey. Yes; that is right. 

Senator Gore (reading) : 

This is a historic Ameircan way and a completely appropriate means of ac- 
quiring funds for financing new facilities or expanding old ones. 

Secretary Humpnrey. I agree to that. 

Senator Gorr. Then do you agree with the statement of the presi- 
dent of 

Secretary Humrnrey. Just to clear it up, it is not the only way. 
It is a historic way. 

Senator Gore. You saw this one coming, Mr. Secretary. [Laughter.] 

Secretary Humeurey. Well, I just 
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Senator Gore. That is all right. You are as good a batter as Ted 
Williams, but you do not have any of his bad habits. 

Secretary Humpnrey. Thank you very much. [Laughter.] 

Senator Gore. Then do you agree or disagree with the statement 
made in the minutes of the Standard Oil Company of New Jersey 
that— let me read it, excuse me: 

“For the first time in many years”—that is not what I am looking 
for. Iam looking for the one just above that. 

The chairman of the board of the United States Steel Co. proposed to the 
stockholders—— 

Secretary Humpnrey. When was this? 

Senator Gore. This was this year. 

Secretary Humenrey. This year? 

Senator Gore. No, I am sorry. It was May 7, 1956. Let me read 
the statement : 

The chairman of the board of United States Steel advised the stockholders at 
the annual meeting on May 7, 1956, that a projection of the financial needs of the 
company showed that they would need an additional $140 million, He then 


proposed to the stockholders that the method to use to get expansion capital 
“is by raising prices from time to time—as circumstances require and permit.” 


Secretary Humpnrey. If that results in an inordinately high price 
and profit, I do not think it would be right. If what it means by his 
statement is, that his prices would permit a reasonable profit, and that 
with the earning of a reasonable profit he would withhold part of it, 
distribute part of it and withhold part of it, I think it would be a very 
proper way to conduct a business. 


Senator Gore. Well, then, to complete 

Secretary Humpnrry. It all gets back, Senator—I think we can just 
agree, it all gets back to whether by some means you are gouging the 

ublic on unreasonable prices; and if you are, I do not care what you 
a0 with the money, it is not good for the country. 

If what you make is a reasonable profit, it is good for the country. 
If you do not make a reasonable profit, if you cannot make a reasonable 
profit at all, it is not good for the country. 

Senator Gore. You know, that sounds exactly like one of the ser- 
monettes we have been hearing down at the White House. But it has 
no effect whatsoever, as Mr. Hoover has said, on the practice and con- 
duct of big business. 

I think that is a fine statement. I applaud it. But it is not the 
way to handle this situation. Excuse me, I do not mean to be un- 
pleasant, but that is just a generalization that does not apply to the 
question at all. 

If I may, I would like to continue to read this brief excerpt from 
your testimony, which I earlier described as an eloquent statement of 
the “trickle down” theory. [Reading :] 

I might add there, Mr. Chairman, that there is nothing more important, in 
my opinion, for the future of America than to encourage widespread investment 
in American business. 

Secretary Humpurey. I believe that. 

Senator Gore (reading) : 

America needs big business, it requires big business, big enterprise, to do 
things in big ways that a big country has to have, through corporate ownership. 


The division of corporate ownership, the extension of it, the encouraging of 
millions of small investors to participate in the ownership of America and 





FINANCIAL CONDITION OF THE UNITED STATES 625 


American productive power is, in my mind, one of the greatest things that can 
be done for the stability and the strength of America in the future. 

That ends the quotation which I desired to read. 

I believe you said yesterday 

Secretary Humpnrey. I would be glad to confirm that, every bit of 
it, again today. I believe that, every bit of it. 

Senator Gore. Mr. Secretary, I have noticed that one of your admir- 
a traits is that you are utterly unashamed of your views. [Laugh- 
ter. 

I believe you have said repeatedly to the committee that one of the 
areas of the greatest inflationary pressure was in plant expansion. 

Secretary Humpurey. That what? I did not get the first part of 
your question. 

Senator Gore. I believe you stated yesterday to Senator Anderson, 
and I think you have stated several times previously—and I only 
raise it as a preface to a question which has not been asked—that, in 
your opinion, one area of the most severe inflationary pressure—— 

Secretary Humpurey. At the moment. 

Senator Gore (continuing). At the moment, was in plant expansion. 

Secretary Humrpurey. That is right. I think it was proceeding 
more et than could be readily absorbed. 

Senator Gore. I find, Mr. Secretary, that you recommended the 
rapid depreciation provisions of the 1954 tax law for exactly that 
reason. 

Secretary Humrnrey. Not that it all be done at once; that it be con- 
tinuous. I believe that we have to have in this country a continuous 
expansion of plant and a continuous improvement of plant. 

I believe that we ought to have, just as rapidly as possible, old 
equipment made obsolete and moved out, and new equipment come in. 

I think that is what raises individual earning power, I think that is 
what raises our standard of living in America, because, as we can con- 
tinually improve our processes and improve our power and improve 
our machinery, we increase the productivity of a man; and as the pro- 
ductivity of a man increases, so does the standard of living in America. 

But, on the other hand, if everybody tries to do the whole job all at 
once, you can have a period of congestion, which is what we have been 
in in the past year or so, and which I think perhaps—I hope I am jus- 
tified in it—is leveling off a little bit, and that everybocly is not going 
to try to do it all at once. 

You can have too much of a good thing. You can eat too much 
cake. But that does not mean that cake is not good. 

Senator Gorr. You have stated that you are opposed to the rapid 
amortization program, largely because it is discriminatory. 

Secretary Humenrry. It is unfairly distributed. 

Senator Gorr. It is unfairly distributed. 

Then would it be reasonable to assume that you would favor it for all 
corporations if applied evenly? 

Secretary Humpnrey. No; I think not. I think that rapid amorti- 
zation was—and I am not criticizing its original use; I think it could 
have been done better by direct subsidy, but let’s not get into that— 
it was designed as a form of subsidy to stimulate development for war 
needs. 
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We needed certain things badly in the war, and this was designed to 
stimulate the rapid production of those things we needed for war, to 
fight the war with, and we needed them quick, and they adopted this 
means of providing a subsidy for that purpose. 

Now, as I say, I think if you were looking at it all new, a direct 
subsidy would have been a little more appropriate, but this worked, 
and it did accomplish that purpose. 

The thing I cbjecteil to was carrying a war expedient, and only 
justified as a war expedient, over into a peacetime or a semipeacetime 
operation. 

Senator Gore. I believe the record shows that the first time you 
objected to it, at least publicly, to this committee, was in 1955. 

Secretary Humpnurey. I have forgotten when it was, but I believe it 
was in this committee that I made the first public objection to that and 
criticized it and started to curtail it. 

Senator Gore. I am sure it was in 1955. What is the difference in 
principle 

Secretary Humpurey. Between that and the depreciation? 

Senator Gorr. Between that and the rapid depreciation sched- 
ules 

Secretary Humrurey. Well, there is a great difference, Senator. 
Rapid depreciation applies to everybody, right across the board. 

Senator Gorr. Yes. 

Secretary Humrpurey. This applies to a select few. I am in favor 
of giving it—I think, as nearly as you can, if you can make things 
applicable to everyone, to treat everybody fairly and treat them all 
alike as nearly as you can, that is the way to do it. I do not like to 
pick out a few and give them a special subsidy. 

Senator Gore. I had not quite completed the statement of my 
question. 

Secretary Humpurey. Excuse me. 

Senator Gore. What difference in principle is there, other than the 
lack of uniform application, between the rapid amortization certifi- 
cate and the rapid depreciation provisions of the 1954 law? 

Secretary Humpnrey. There is not any difference except in these 
two things: One is in the method of application, and the other is in 
the amount. 

Senator Gore. There is no difference in principle? 

Secretary Humpnurey. That is right. But it is those two things 
that make one bad and the other one good. 

Senator Gore. Well then, would it be reasonable to assume that you 
would favor increasing and further opening up and liberalizing the 
depreciation allowances in the tax law? 

Secretary Humpurey. I have opposed, as you know, tax changes 
because I did not feel we could afford it, and if the time comes 

Senator Gore. You mean tax reductions? 

Secretary Humrpurey. Tax reductions. 

When the time comes we can afford it, and that we can make another 
series of adjustments fairly across the board to make fair divisions 
among the people in the payment of their taxes, we have given a good 
deal of serious thought to extending it, the possibility of extending 
this depreciation provision to secondhand machinery. 
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I think if we could afford to do it, and could work it out fairly with 
the demands and the rights of other people, that it would be rather 
substantial assistance, to small business particularly, if they had the 
right not only to depreciate new machinery but secondhand machinery 
on this same Seine and I would favor that 

Senator Gore. You are familiar 

Secretary Humpurey (continuing). At the appropriate time. 

Senator Gore. You are familiar with that quotation, “Oh, that 
mine enemy had written a book.” 

Secretary Humpnrey. That what? 

Senator Gore. “Oh, that mine enemy had written a book.” 

I think that sometimes applies equally to testimony before con- 
gressional committees. 

Secretary Humpurey. I am sure it does. 

Senator Gorg. In line with your interesting observation to Senator 
Anderson yesterday that taxes should be only for the purpose of rais- 
ing revenue, I find that on page 95 of the hearings on H. R. 8300, in 
the discussion of depreciation, you said: “Here again, the purpose 
is to stimulate employment, plant expansion and modernization.” 

Secretary Humpurey. And that always happens when you fairly 
apportion your taxes. Any fair distribution of your taxes among 
your people will do those things, and they will follow. 

Senator Gorse. So, as long as the purposes of the tax are to bring 
fair and equitable treatment, you favor those, even though it is not 
for the purpose of raising revenue? 

Secretary Humrurey. It is for the purpose of raising revenue. 
That will get you the most revenue. 

Senator Gore. Well, I have one more question, Mr. Secretary, and 
I am going to try to finish by 12:30 so we can enjoy lunch. 

No one has asked you to describe the steps through which you go 
and the people to whom you talk in the actual flotation of a bond issue ? 

Secretary Humpnrey. That is right. 

Senator Gore. Would you mind enlightening me and the committee 
on the sale of a bond issue? 

Secretary Humenrey. Yes; I would be very glad to. 

Senator Gore. All right. 

Secretary Humrnuerery. And it has not been brought up at all. 

Senator Gore. That is right. 

Senator Humpurey. Let’s talk about just what we are doing now. 
We are getting ready for a refinancing job to be done here in just a 
short time. 

We have some people in the Treasury whose job it is to be in touch 
with various people, various security buyers around the country; and 
they have been for the last few weeks and few days, out around the 
country talking to prospective buyers, seeing what their situation is, 
what their portfolios are, what moneys they are likely to have to 
invest, about what their demands would be, and the kind of things 
that they are interested in, the kind of things they have been buying. 

They come back and make those reports to us, and we are collecting 
those reports. 

We have communicated with insurance companies as to their situa- 
tion; we have communicated with a good many banks as to theirs. 

Mr. burgess was yesterday talking with a group of Federal Reserve 
people, as to the situations in their communities throughout the 
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United States with respect to their bond market and with respect to 
how things are going and what the prospects are for the sale of bonds 
throughout the United States. 

We will have next Monday and Tuesday a committee of investment 
bankers who largely represent dealers in Government securities, who 
are skilled, whose business it is to sell Government securities, to buy 
and sell them, we will have them in. 

And Mr. Mayo, sitting here, who is our expert statistician, and I 
am sure you have observed that he is expert in his statistics 

Senator Gore. A bit too much so. 

Secretary Humpurey (continuing). In knowing his statistics 
[laughter |—he presents the statistical situation to them, tells them 
as nearly as possible who owns these bonds now and where they are, 
and what our borrowing requirements will be. 

And then we ask them for their suggestions and opinions as to the 
kind of security and the rate, and the various terms of the security that 
they would issue if it was their job to do this. 

hey are a committee which is a standing committee that is ap- 
pointed by the Investment Bankers Association from security dealers 
all over the United States. They come here at their own expense, 
and with no cost to us, and they give us their advice. The next day, 
they come in and make a report, make a report to me, and to all of us. 

The following day there is a committee appointed by the American 
Bankers Association and that group goes through the same process 
independently and they come in and make their report. 

Then, after we get all these things together and we have the reports 
as to what various groups of people would recommend and we have 
the reports, as nearly as we can get them, of what the demand is and 
what the buyers’ positions are, then we sit down and go into a trance 
and figure out what we ought to put out. 

Senator Gore. Who is with you when you are in that trance? 

Secretary Humpurey. It is all of us in the Treasury, and I take 
the final responsibility and say, “This is what we will do.” 

Senator Gore. How long does this trance last? 

Secretary Humpurey. And recommend that to the President. 

Well, it goes over—maybe that is one of the reasons I have been 
slow on your questions [laughter ]—it goes over quite a little period 
when you are studying this. 

Senator Gore. It does not last 4 years. 

Secretary Humpurey. No. [(Laughter.] 

Senator Gore. Who are the prospective buyers now for long-term 
bonds? 

Secretary Humpurey. For long-term bonds? I do not, as I said 
before, I do not believe there are many prospective buyers for long- 
term bonds today. 

Senator Gore. Do you know of any ? 

Secretary Humpurey. I donot; no. We tried it out, we have inves- 
tigated, and I do not know of any long-term prospective buyers 
today. 

I would not say there were not some, but there are not for large 
amounts. 

Senator Gore. You do not know of any for any amount ? 

Secretary Humpnrey. Well, I have not—I do not know of any that 
would be interested in large amounts; no. 
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Senator Gorr. Could you recall to how many people and to whom 
you talked with respect to the issue of the $1.6 billion of 314-percent 
bonds in 1953? 

Secretary Humpnurey. Well, we went through this same process; 
and I should say, all in all, there were maybe 250 people altogether 
whose opinions or from whom information has been obtained; maybe 
it was even more than that. 

Senator Gore. Did those people indicate to you that they would 
not buy the bonds at a rate less than 314 percent? 

Secretary Humpnrey. Well, my judgment at that time was that 
that was what it would take to sell the amount of bonds that we 
wanted to sell, and that that was the lowest rate at which we could 
feel some assurance of being able to sell that amount of bonds. 

Senator Gore. I did not understand you. 

Secretary Humpnrey. You see, there is nothing exact about this, 
Senator. Toe have to gage it the best you can. And if you gage it 
wrong, you do not sell your issue. If you gage it right, you sell your 
issue. And if you are too liberal, why, you have made a mistake. 

Senator Gore. I am not sure you mean to say exactly what you have 
said. In all fairness, I had understood that it was a matter of judg- 
ment on your part—whether the judgment was good or bad, time may 
tell. 

Secretary Humpurey. That is right. 

Senator Gore (continuing). That the national interest would be 
served by selling bonds a little above the market rate. I understood 
you to say to Senator Anderson yesterday that, indeed, we might be 
better off today if you had led the market “a little more than we did.” 

Secretary Humpurey. What I meant by that is exactly what I 
have just said. You have to price an issue at a price that will move 
the security. 

Now, if you want to sell a lot of securities and keep going back to 
those securities on a rising market, which we have had, you have to 
keep stepping it > 

Sense Gore. You have to keep leading the market a little; is that 
what you mean ? 

Secretary Humpurey. Well, you want to be as near the market as 
you can, and still you have got to have a product to sell that is a little 
better than is being offered currently, or else they will buy the current 
one instead of yours. 

Tt is just like selling cattle or anything else. If you want to be 
sure, if you have got a whole load of cattle to sell and you want to be 
sure that you are going to make your sale, you have to price them at 
a price that will get you the business instead of giving it to a 
competitor. 

Senator Gorr. I had understood—at least I have been under the 
impression, Mr. Secretary—that the 314-percent bond issue to which 
I have been referring was deliberately priced above what you thought 
the market would be, and that as a result it was greatly oversubscribed. 

Now, as I read your Seattle speech and other statements by you, 
and as I have heard you testify here, I had been led to believe that 
this was an act, not of bad judgment, but an act of deliberate judg- 
ment that the bond market needed to be led in order to move more of 
the financing into long-terms. 
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Secretary Humpnrry. Well, I think you are saying the same thing. 
We priced them as nearly as we could to move them. 

Senator Gore. What did you mean yesterday, then, by saying that 
we might have been better off if you had led the market more than 
you did? 

Secretary Humpueery. By more in volume, not by more in rate. 

Senator Gorr. Oh. 

Secretary Humrurey. By more volume. In other words, we were 
talking yesterday as to the amount of volume that had been extended 
forward, and there was a criticism, and I think it may be justified, 
that we did not sell as big a volume of long-term bonds at that time 
as we could have. 

Now, we could have-—— 

Senator Gore. At that rate. 

Secretary Humpurey. We could not at that rate. We might have 
had to pay more rate to move a bigger volume. That is exactly what 
T said yesterday. 

Senator Gorr. How many times—— 

Secretary Humpurey. Maybe we made a mistake in not selling more. 

Senator Gore. How much was this issue oversubscribed ? 

Secretary Humpnrey. I have forgotten, but that does not—the 
oversubscription does not indicate, necessarily, that you could have 
sold that much more. You see, these oversubscriptions, you have to 
understand them, too. The buy er, on his part, also has to guess at 
how effective this rate is going to be to move these bonds. And if a 
buyer thinks the issue is going to be oversubscribed, he knows that he 
will be prorated down. 

Now, let’s just su ppose you ranted to have $10,000 worth of bonds, 
and you wanted to a $10,000 worth of bonds of an issue. Let’s say 
we are selling a billion dollars of bonds of an issue, and you want to be 
sure that for your particular bank account, or whatever the account 
is, that you want. to be sure you can buy $10,000 of those. 

Well, you, in turn, inquire around, and you guess at whether the 
3 percent we put on that will attract a lot of buyer s, or whether it 
will attract only a few buyers. If you feel that it will not attract a 
lot of buyers, it will only attract a few, then you put in your bid, if 
you want $10,000, you would put in your bid for $12,000 or $15,000, 
with the hope that if they were oversubscribed, Ora pro rata share 
would give you $10,000. 

But let us assume, in looking around, you make up your mind that 
31, in the market looks pretty good, and that a lot of people will 
subscribe for these, and you still want your $10,000. Well, under 
those circumstances, you would subscribe for $20,000 or $25,000, be- 
cause you would fee] that there probably would be a 40 or 50 percent 
allotment, and in order to get your $10,000 you would have to sub- 
scribe for $25,000 so that you would wind up with $10,000. 

Senator Gorr. Again coming back to this—— 

Secretary Humrnrey. It is a guessing game on both sides, to balance 
out your account. 

Senator Gorr. Coming back again to this “tough customer”—— 

Secretary Humpurey. Let's just finish that one. 

It does not ever mean you wanted to buy $25,000, you see. It means 
all you wanted was $10,000, but you wanted to be’ sure to get $10,000. 
But you would not have bought $25,000 under any circumstances — 
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Senator Gore. Would a “tough customer” 

Secretary Humpurey (continuing). Voluntarily. 

Senator Gore (continuing). Oversubscribe his real desire unless he 
thought that the investment was so attractive that he wanted to be sure 
he could get all he could pay for? 

Secretary Humrnurey. Well, no. What he wants to be sure of is 
that he gets the amount that he decides he wants to buy. 

He only wants $10,000 all the time. He does not want any more 
than $10,000. 

Senator Gorr. Well , Suppose $10,000 is all he can pay for. 

Secretary Humpurey. But he wants to get that $10,000, so then 
he guesses the amount of oversubscription, and what the prorate will 
be to get him $10,000, and then he places his bid accordingly. 

Senator Gore. He does not nec essarily do that out of patriotism. 

Secretary Humrurey. It is not patriotism at all. He wants 
$10,000 invested in those bonds. It is just a plain business transac- 
tion. 

Senator Gore. He thinks the issue is so attractive that if he wants 
to get $10,000, he must subscribe for $25,000 ? 

Secretary Houmpnrey. That is right. 

Senator Gore. How often have you had that happen ? 

Secretary Humrnrey. Most of our issues are oversubscribed in 
varying amounts. You really want them oversubscribed, if you can. 
It makes a better market for them, and makes a better secondary 
market, and we want to price them just as nearly right as we pos- 
sibly can in the market to make a good security. 

Senator Gore. Mr. Secretary, I do not want to be unfair in either 
comment or question. I respect, you and your views. I think a man 
can be sincerely and enthusiastically wrong. I think I, as well as 
others, can be that way. 

I had sincerely thought that you came into the responsibility of 
Secretary of the - reasury with the view—and that you have followed 
a course of action based on that view—that the interest rate on Gov- 
ernment securities at that time was too low, and that the amount of 
securities in short-term issues was too heavy. I thought that you 
had followed a deliberate policy, first, to transfer a larger part of 
the debt to long-term issues, and secondly, to increase the interest 
rate on Government bonds. 

Secretary Humpurey. Well, I was not—any impression that I was 
desirous of i increasing interest rates is wrong, Senator. 

What I was desirous of doing, and what I believe should be done, 
and what we did not do as much as I would like to have done, was 
to refinance short-term obligations into long-term obligations. 

Now, if it took some increase in the interest rate to sell a long-term 
obligation as against refinancing it short, I believed it was ‘to the 
best interests of this country to pay a little more interest to extend 
the time than it would be to just finance it short. 

So I deliberately had the view, and I still hold the view, that if 
and when we can, without paying too much, that we should transfer 
more of our refinancing of short-term maturities into longer term 

maturities, and that should be our continuous objective. 

Senator Gore. Thank you, Mr. Secretary. 

Secretary Humrnrey. There comes a time when the price is too 
high, and you just say we will not do it, and that is what I meant 
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when I said yesterday to Senator Anderson that perhaps we should 
have been a little bolder, perhaps we should have increased the volume 
of long-term bonds by paying more at a relatively higher rate, in- 
stead of doing it short at that time, when it could have been done 
at a rate. 

Senator Gore. In other words, you think you may have erred in 
not raising the interest rates enough at that time? 

Secretary Humpurey. By pushing out for the purpose of selling 
long-term bonds, not for the purpose of increasing rates. 

Senator Gore. I thank you very much, Mr. Secretary. 

Thank you, Mr. Chairman. 

Secretary Humenrey. Thank you very much, indeed. 

The Cuatrman. The committee will adjourn until 9:30 tomorrow 
morning, and I hope all the Senators will be present promptly at 
that time. 

(Whereupon, at 12:35 p. m., the committee recessed, to reconvene 
at 9: 30a.m., Friday, July 12, 1957.) 
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INVESTIGATION OF THE FINANCIAL CONDITION OF 
THE UNITED STATES 


FRIDAY, JULY 12, 1957 


Untrep Srares SENATE, 
CoMMITTEE ON FINANCE. 
Washington, D. C. 

The committee met, pursuant to recess, at 9:30 a. m., in room 
312, Senate Office Building, Senator Harry Flood Byrd (chairman) 
presiding. 

Present: Senators Byrd (chairman), Kerr, Frear, Gore, Williams, 
Flanders, Carlson, Bennett, and Jenner. 

Also present: Robert P. Mayo, chief, analysis staff, Debt Divi.ion, 
Office of the Secretary of the Treasury; Elizabeth B. Springer, chief 
clerk; and Samuel D. McI]wain, special counsel. 

The CuHatrrmMan. The meeting will come to order. 

Unfortunately, the chairman is called to another meeting. 

I expect to return shortly. No majority member is present at 
this time, so I will ask Senator Bennett to take the Chair until I can 
return. 

Senator Bennett. Thank you, Mr.Chairman. [Laughter. ] 

(Senator Kerr entered the committee room. ) 

Senator Bennerr. Mr. Chairman, I assume I have been recog- 
nized 

Senator Kerr (presiding). Yes, sir. 

Senator Bennett (continuing). To begin the questioning. 


STATEMENT OF HON. GEORGE M. HUMPHREY, SECRETARY OF THE 
TREASURY—Resumed 





Senator Bennett. Mr. Secretary, like every other member of the 
committee, I have been looking forward to the opportunity of discuss- 
ing with you the economic questions involved in this inquiry. 

Surka the past 314 weeks, a great many of them have arisen, and 
the more important ones have been presented many times and from 
many points of view. By your answers you have revealed a thorough 
grasp of the problems we face—as well as almost infinite patience. 

By this time we have developed a record of 1,366 pages—and to 
interpolate, the chairman has just indicated that the Secretary has 
been on the stand 14 days, which ties the modern record. You have 
been making better than a hundred pages a day of record. 

This record contains a number of things that, from my point of 
view, need clarification or correction. I have been tempted to bring 
these things up again, but I realize that there will be other witnesses, 
and I have no duns to prolong your ordeal. 
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Therefore, following the example of the Senator from Tennessee, 
I shall present a statement, during which I may ask for your com- 
ments from time to time. 

It seems to me that if this investigation is to have any value, its 
conclusions should point to those economic policies which will con- 
tribute to maintenance of the stability of the purchasing power of the 
dollar. This is the positive and affirmative goal, toward which we 
should be trying to move. 

Here is my first question, Mr: Secretary: Do you believe that that 
goal, the goal of a stable dollar, is necessarily incompatible with the 
goal of relatively full employment ? 

Secretary Humpurey. Indeed, I do not. There is no reason why 
it should be incompatible with high employment. 

Senator Bennert. Have we not, in fact, had periods when we had 
both of those conditions? 

Secretary Humpurey. We have just been living through them for 
a good many months. 

Senator Bennerr. I shall return to that a little later, and I appre- 
ciate your confirmation of my own feeling. 

To go on: Currently we have inflation rather than stability. It has 
been with us, except for two periods, ever since the beginning of World 
War II. We took it for granted in wartime, but I feel we should not 
accept its existence in a time of comparative peace. In fact, it presents 
a problem so serious that many responsible people, from the President 
down, have expressed concern about it. 

Over the past weeks there has been developing in the record of these 
hearings : definite pattern of attitudes and ideas concerning this basic 
problem, and it is with respect to these, and particularly with respect 
to the disagreements that have developed, that my statement is chiefly 
concerned. 

Perhaps the fundamental issue thus far developed is the nature 
of the current inflation. If I have understood you, Mr. Secretary, 
you have given what has been termed the classic explanation, in the 
sense that you have stressed excessive money supply-—— 

Secretary Humpurey. Money demand. 

Senator Bennett. Money demand; ITamsorry. This statement was 
written against time last night, and you will find the word “demand” 
in plenty of places to follow, so that it should have been here—‘money 
demand,” I have got it right. I read it wrong—money demand press- 
ing against the available supply of goods and services. This explana- 
tion has been challenged, as you well know, on the grounds, first, that 
there are currently surpluses in many sectors of the economy and, 
second, that these surpluses reflect inadequate effective demand. 

Those who take this latter position say that, while there may be 
strong desire for goods and services, we actually have a shortage of 
effective demand rather than an excess, because we have a shortage 
of the bank credit needed to translate that desire into effective demand. 

They say that, instead of restraining the rate of increase in the 
money supply, the Federal Reserve Board should be encouraged or 
required to increase it substantially in order to make money “easy.” 

Let us examine this Alice-in-Wonderland logic of your critics. In 
the first place, it should be evident that the general level of prices 
cannot increase, nor can individual price increases be made to stick, 
unless there is strong effective demand. 
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Yesterday, in a statement before the Antitrust and Monopoly Sub- 
committee of the Senate Judiciary Committee, Dr. John K. Gal- 
braith, of Harvard University, made this point precisely, and I should 
like to read his words, taken from the copy of his statement as sub- 
mitted to the committee: 

The basic setting for inflation, as ever, is a strong demand for goods. This 
is true now, even though not all industries are operating at full capacity. And 
it is true whether the inflation is classical, preclassical, or neoclassical. 

Even if logic did not tell us that there must be strong money de- 
mand for goods and services in order for price increases to occur, the 
data would bear out the fact that there has been such demand. Weare 
told by your critics that this is not shown by increases in the quantity 
of money, since such increases have been at a relatively low rate 
during the past several years. 

What these critics have neglected to take into consideration, how- 
ever, is the fact that the velocity of circulation of money—its rate 
of use—has been increasing significantly during recent years; it is the 
combination of volume and velocity which must be considered in order 
to appraise the aggregate money demand for goods and services. 

And I read one authority the other day who suggested that, while 
the rate of increase during the last year or two had been compara- 
tively small, there was still hanging over the market the results of the 
tremendous rate of increase during earlier periods. 

With regard to the relationship between inflation and the money 
supply, I would like to read—I had planned to read a paragraph from 
an editorial in the Wall Street Journal of July 10. Instead, with your 
permission, I would like to read the whole editorial. 

And, as I read it, Senator Kerr, I deplore the fact that your name 
is mentioned init. I certainly had 

Senator Kerr. It is all right with me, if they spell it correctly. 

Senator Bennett. I recognize the risk that is involved. 

T also would like to make the comment that the Wall Street Journal 
and its editorial page have become a kind of sourcebook for this par- 
ticular investigation, and I am happy to add another to the list of 
editorials that amen been inserted. 

This is the editorial of the day before yesterday, July 10. It is 
headed, “The New Inflation,” and reads: 

Is the United States facing a “new kind” of inflation? 

This question is rapidly blossoming into both a political and economic contro- 
versy. It keeps cropping up in the Senate Finance Committee’s study of mone- 


tary policy. It is discussed by economic commentators. It underlies yet 
another probe which Senator Kefauver is about to undertake. 


The political answer— 
and here is the part I deplore— 


given by Senators Kefauver, Kerr, and others is that we are, indeed, facing 
a new kind of inflation for which the administration’s and the Federal Reserve’s 
current fiscal and monetary policies are the wrong remedy. In this view, 
the threatened inflation is characterized by price rises even in the absence of 
maximum demand; consequently, the attempts to hold down demand by re- 
straining credit miss the point. 

Economically, this is not a very serious argument. Whatever the demand 
for some goods, the demand for credit continues intense, and this is the cause 
of the so-called high interest rates. It is not at all difficult to imagine what the 
inflationary impact would be if the Federal Reserve, as these politicians appar- 
ently want, were to pump up the money supply to the point that cheap money 
would be available to all and sundry. 
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An economically more sophisticated aspect of the controversy turns on whether 
the Government or the constant succession of wage increases is the prime 
source of the inflationary pressures. The “cost-push” theorists pin the main 
responsibility on the latter. The money supply, they note, has expanded only 
slightly in recent years, whereas wage rates have gone up considerably, out- 
running productivity gains. 

Unquestionably the constant advance of wage rates, reflecting both what is 
for practical purposes a full-employment economy and the monopoly power of 
organized labor to enforce its demands, constitute a continual upward pressure 
on prices. Unquestionably such a spiral can be an inflationary influence. 

But rising wages and prices are not automatically or by definition inflation. 
Unless there is inflation in the money supply the spiral cannot continue in- 
definitely ; it will reach the ceiling of the money available. 

So we get back to the money supply. It is true it has been expanding only 
modestly compared to earlier periods, but it grew tremendously under the in- 
flationary policies of the war and initial postwar years. Consequently it is 
now a much greater money supply and even a modest expansion of it—say, 
2 percent a year—could be too much to keep the inflationary dangers ade- 
quately checked. 

For our part, we do not know that the present inflationary dangers are as 
great as some people fear. But we do know that it is nonsense to talk of in- 
flation as though it were something that could somehow be divorced from the 
money supply. What the money managers are dealing with is not basically a 
‘new” form of inflationary potential; it is the ancient one. 

And if there is criticism of the money managers’ policies it is not that they 
are too harsh, as the political inflationists contend, but that they may be too 
lenient. 

That is the total, the full Wall Street Journal editorial. 

Mr. Secretary, it seems to me that the logic of your critics leads 
them into a curious economic dilemma. If we do not now have 
enough money to create excessive demand, then we cannot possibly be 
facing inflation, because we lack 1 of the 2 conditions necessary to 
create it. 

But we do have an inflation—so there must be strong demand, and 
since they propose to increase bank credit, such a proposal could only 
lead to further inflationary price rises. 

This same curious economic logic creates another riddle. If, as 
your critics maintain, demand is ineffective for lack of sufficient avail- 
able credit, and there are actually surpluses of goods and services, we 
have the conditions which should produce deflation and declining price 
levels. But prices are going up. 

Faced with these challenges to the validity of their theory, they put 
forth the idea that prices are being arbitrarily pushed up in quasi- 
monopolistic sectors of the economy. But, as the Wall Street Journal 
editorial notes, this process could not operate if sufficient money 
demand were not already present, and this your critics cannot admit. 

Also, prices of food and other things are also going up and, as Dr. 
Galbraith observed in his testimony yesterday, these prices cannot be 
administered. 

So we search in vain for any comprehensive and logical explana- 
tion for the present inflation other than the classic one; and until 
one is produced, we must continue to believe this concept is correct and 
that general monetary controls can be effective. 

Up to this point, none of your critics has produced either a com- 
plete or logical alternative explanation for this inflation or a complete 
and logical alternative program for its cure. 

Up to this point, we have been talking about the demand factor in 
the current inflationary situation. Now I want to talk about the sup- 
ply factor and, in particular, the question of shortages. 
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I think before these hearings end, we are going to have to take the 
shortages of available labor into consideration. The classic view of 
inflation holds that the economy is at its limit of output when the 
labor force is fully employed—notwithstanding the existence of excess 
productive facilities. 

We have a comparatively small amount of unemployment today, 
and there are some definite labor shortages in several vital fields, in- 
cluding engineers, machinists, tool and die makers, draftsmen, and 
office and clerical workers. 

I have been enjoying these cartoons that appeared about commence- 
ment time. I remember one in which the mother is adjusting the cap 
and gown of her son and saying to him, “Now, whatever you do, don’t 
tell your father you are starting at $10,000 a year.” 

And another in which the applicant stands at the door of the em- 
ployment office, and it is he who says, “Don’t call me. I'll call you.” 

Some of these shortages are so critical that they may be limiting the 
effective use of labor in other fields. As you have pointed out, for 
example, while housing starts have declined, the increase in heavy 
construction projects has absorbed most, if not all, of the available 
building labor. 

If I remember correctly, you said at one point in the hearings that 
if both programs were operated at full speed, we would undoubtedly 
have a severe labor shortage in these particular skills. Is that an 
accurate statement ? 

Secretary Humrurey. I said that, yes; I believe so. 

Senator Brennerr. Another comment should be made on this ques- 
tion of surpluses and shortages. It has been urged that there cannot 
be any shortages because we have idle plant capacity. 

The steel industry has constantly been held up before us as an 
example of this, and there has been reference also to the automobile 
industry. 

It has been my observation that rarely, except in time of war, does 
any factory operate at full capacity, and that when a plant begins 
to work regularly at near capacity, plans for expansion are made 
immediately because reserve capacity is always needed to safeguard 
production. I do not think we can ever reach a point where every 
sector of the economy will operate to the limit of its capacity. 

In view of these conditions, I feel sure that, in terms of our whole 
industrial complex, we are facing a condition that can better be de- 
scribed as “tight” rather than a general condition of surplus. 

Are there any comments you would like to make on that? 

Secretary Humpnrey. No. I think it is a very proper observa- 
tion. 

Senator Bennett. Thank you. 

Having now discussed both demand and supply, the two facets of 
inflation, I should like to make one final observation as to the recent 
price increases. This observation stems from earlier testimony of 
yours which has not, I feel, received sufficient attention. 

That is, that there are necessarily time lags between changes in 
monetary and fiscal policies and resulting changes in the price level. 
As you have already indicated, it is quite possible that our monetary 
policy of 1956-57 is now beginning to take hold so far as retail prices 
are concerned. 
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I note, that Mr. Clague, head of the Bureau of Labor Statistics, 
ventured the guess that in August we might see a turndown in the 
index of consumer prices. 

Also, as you have noted, the wholesale price index leveled off sev- 
eral months ago. If your analysis is correct, as I believe it is, I think 
it would be fair to say that the price increases we have witnessed dur- 
ing 1956, and to date, reflect, in part at least, the easier monetary 
policies of 1954-55. 

At this point, Mr. Secretary, I would like to ask a question which 
may be a little sticky, and it may be that you are not the man who 
should give the answer, but if you have a comment, I would wel- 
come it. 

Do you believe proper policy should be to restore prices to the levels 
of approximately 18 months ago, or to attempt to restore prices to 
those levels, or should monetary and fiscal authorities be content with 
maintaining the current level of prices ? 

Secretary Humpurey. I think this, Senator: It is much more difli- 
cult, and it requires much more restriction in activity to reduce prices 
than it does to maintain prices, so that I think when you are talking 
about—of course, if you are just talking about a fluctuation of a penny 
or 2 or 3, that can happen without any severe difficulties. 

But if you were to attempt, for instance, to have the dollar go back 
to the 100 cents in purchasing power that it had in 1939, I think that 
could only be accomplished through very severe contractions. 

Senator Bennett. That certainly was not my thought, but—— 

Secretary Humpurey. I do not think that would be advisable nor 
an appropriate objective. 

I think the objective should be to maintain a stability, as great a 
stability as possible, in the price level, and I think that never can it 
be at any exact figure; that it will fluctuate and move a few cents one 
way or the other from time to time, and a move of that kind can be 
accomplished without undue hardship either way, provided the trend 
does not continue. 

Senator Bennett. Well, in my question, I mentioned 18 months ago, 
which would indicate a change of about 2 cents in the value of the 
dollar, and I am glad you answered it 

Secretary Humpnurey. These things will fluctuate within limits of 
that sort, just naturally, under proper circumstances. 

Senator Bennetr. Would it not be fair to say, Mr. Secretary, that 
we must look at stability as the maintenance of a fairly narrow range 
of fluctuation ? 

Secretary Humpurey. I think that is correct. 

Senator Bennett. Rather than attempt to maintain a point ? 

Secretary Humpurey. There is no possible way you can maintain 
a point. 

Senator Bennetr. I was interested a few months ago in listening 
to Chairman Martin, and of course he is going to be able to testify, 
when, in a speech before the Press Club, he made the point that we 
should consider stability as a range, as a band. And that when we 
considered it as a point, we had a tendency to ery “deflation” whenever 
the price turned down a little bit, and “inflation” whenever it turned 
up a little bit, and that we would do well to leave some margin in there. 

Secretary Humpurey. The objective is, if it can be accomplished, 
the objective should be to maintain alternate narrow trends. 
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Senator Bennerr. Self-correcting. 
cs, Secretary Humpurey. Narrow trends in first one and then the other 
che direction, and the thing that should be avoided, if possible, is a pro- 

longed continuation of a trend either way. 
BV- Senator Bennerr. Thank you. 
nk Another rather basic disagreement which has been revealed during 
ur- these hearings concerns the extent to which we should rely on a free 
iy market. 
The classic attitude is that when the market, either for money or 
ich for goods, is allowed to operate with a maximum degree of freedom, 
tho it will constantly move to redress the complicated balance between 
el- its various factors. 

In my opinion, if we are ever to have hope of restoring and main- 
els taining the stability of the dollar, this concept must be followed. 
_to At the present time it is largely being followed with respect to both 
ith money and goods. In carrying out its responsibility for the constant 
refinancing of various parts of the huge Government debt, the Treas- 
iffi- ury has had to go into a relatively free market and be subject to its 
ces forces, 

Ing I phrase the sentence that way because, as I have understood your 

my testimony, you have indicated that you preferred to keep the market 
free and take the consequences of its operation. 

acl Secretary Humpurey. I think the consequences of not doing so 


h are much more undesirable. 
Senator Bennerr. Because for 10 years, from 1941 to 1951, there 
was no free market on Government bonds, and the price of Govern- 


nor ment bonds was supported at par or above, interest rates could be fixed 
at very low levels. 
ub a But this was secured at the cost of having the Federal Reserve sur- 
n It render its control over the volume of Government obligations which it 
one would hold. It thus, in effect, surrendered much of its control over 
| be monetary affairs. 
end Since 1951, the Federal Reserve has resumed control over its affairs, 
and rates of interest on United States obligations have been deter- 
gO mined by the market. Interest rates today are substantially higher 
the than the artificially produced rates of the period of price pegging; 
but not too high in relation to historical rates for periods of high 
zi prosperity. 
I know you have discussed this several times, but just for the record, 
that I would like to ask again the following question: 


nge Has it ever been your policy in the Treasury to deliberately attempt 
to increase interest rates above levels prevailing in the market into 
which you went? 

Secretary Humpnrey. From the point of view of trying to increase 
interest rates, absolutely no. We are borrowers of money, we are not 
lenders. And the Government, as a borrower of money, of course, 














tain 


lng is desirous of borrowing at as low a rate as it can. 

‘ify, That helps to keep our costs down and helps to keep our taxes down. 
4 vers The only way in which it can be said that. we operate to increase rates 
| we : ‘ 


is that we have to meet obligations, we have to borrow, and we have 
to price our goods to sell. And in pricing those goods, we price them 
as near as we can, in our judgment, to the rate that will induce the 
buyer to buy our goods instead of somebody else’s goods. 
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Senator Bennetr. And you have to go into the market when you 
have to go. 

Secretary Humeurey. That is right. We have no choice. We have 
to go frequently into the market. 

Senator Bennerr. To repeat again a matter which has been dis- 
cussed before, but just again to give you a chance to restate your 
position for the record, as I have understood your previous testimony 
it has been that higher interest rates are or may be both inflationary 
and deflationary. 

Secretary Humpurry. I think they have both effects. 

Senator Brennerr. But at the present time, which effect do you 
believe is most effective ? 

Secretary Humpurey. I believe the deflationary effect is greater 
than the inflationary effect. 

Senator Bennett. The day before yesterday, Senator Anderson in 
questioning you indicated, or I got the impression from his ques- 
tioning, that he felt higher interest rates were always a prelude to a 
boom followed by a depression. He referred particularly to 1929 
and the speculative situations, the stock inflation, that existed then. 

Do you think at the present time, the present interest rates are a prel- 
ude to that kind of a situation ? 

Secretary Humenurey. Well I hope they will be a prelude to a turn 
before they have gone to such an extent that the turn will be too 
great. 

In other words, I think that Senator Anderson’s point that he made 
is exact confirmation of what we are saying and what I believe, and 
that is that as interest rates rise, they become a sufficient deterrent 
to buying so that the buying recedes a little and the price turns down 
again. 

Now, the difference between his illustration and my thought is that 
if interest rates climb to too high a point, and you get a collapse as 
a result of it, that that is a very unfortunate thing; and that is why I 
am hoping that with a proper pressure of interest rates, the turn will 
come when the turn can very easily be made, and we will accomplish 
this, what I said a minute ago, this movement of opposite short 
trends, alternating up and down. 

Senator Bennert. But do we not also 

Secretary Humpnrey. If we do that, Senator, we will avoid any 
big drop. It is the cure of the excesses on the way up, it is the handling 
of the excesses on the way up, that is the biggest deterrent to great 
difficulty on the way down. 

Senator Bennetr. Do we not also need to remember that interest 
rates are a result or an effect of something more deepseated in the 
economy, rather than a prime cause? 

Secretary Humpurey. They area result; they are not a cause. 

Senator Bennert. That is right. 

Going on with my statement, and thank you very much : 

Rising interest rates under present circumstances were, I believe, 
to be expected. This rise tends to restrain demand, and also increases 
the rate of savings from which sound funds for long-term investment 
can come. Those who would have us return to the days of artificially 

roduced low interest rates seem to feel that they can ameliorate the 
inevitably resulting inflation by adopting selective credit controls or 
wage and price controls. 
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My feeling is that the free-market system is safest because it is 
impersonal—bec ause as it tends to create a balance the effect of any 
necessary hardship is gradually diminished—and, most of all, because 
it tends to preserve to the greatest possible degree the basic principle 
of freedom and the concept that the Jaw is no respecter of persons. 
Much has been said ee these hearings about inequities created 
by monetary controls. I think it is fair to: say that no control can be 
applied so as to produce immediate results which are fair to everyone 
and affect everyone evenly and equally. 

When price freezes were applied, and I know this from sad personal 
experience because I was in business in those days, they tended to 
preserve inequities rather than to cure them, because they penalized 
the man who was trying to keep his prices down and gave the ad- 
vantage to the profiteer. 

I can remember very sadly some of the situations in which com- 
panies with which I was connected were frozen at low-price levels in 
the face of tremendous demand, while our competitors, some of them, 
were frozen at price levels which g gave them opportunities for profit 
that were denied to us. And I think most people who were in busi- 
ness at that time had that same experience. 

When general monetary controls are applied, it may be true that 
they tend to accentuate the problems of the man with the poorest 
credit or the man who has already overextended himself. But I 
think it is also true that if these controls had not been applied, these 
same weaknesses, sooner or later, would—lI will change “would” to 
“might,” and say might have produced the same consequences. 

After all, it is the creditworthiness of a man or his lack of credit- 
worthiness that creates his problem, basically. 

Secretary Humpnrey. That is right. 

Senator Bennerr. Authorities generally agree that the impact of 
inflation is far more uneven and inequitable than that of general 
monetary controls. The Mills subcommittee report stated this very 
plainly. 

Skipping the first phrase, which should not have been copied : 

Public policies to cope with increases in the price level must take the form 
of general fiscal and monetary restraints on the expansion of total spending. It 
is recognized that the burden of such restraints may not be evenly distributed 
throughout the economy. The burden of inflation, however, is far more in- 
equitably distributed. The alternative to general fiscal and credit controls is 
some form of direct Government control over wage and price determination. 
The use of this type of control would produce results as bad, if not worse, than 
the inflation against which it would be directed, and should be avoided. 

Mr. Secretary, am I correct in assuming that you agree with that 
point of view ? 

Secretary Humpurey. I certainly do. 

Senator Bennerr. Mr. Secretary, at the beginning of this statement 
I expressed the idea that if the work of this committee were to be 
effective, it should move us toward the goal of price stability—toward 
the preservation of a sound dollar. 

Now, with respect to this, there are two other questions on which I 
would welcome your comment. 

Do you believe that there must be a continuing and persistent in- 
crease in prices with an accompanying decline in the purchasing power 
of the dollar in order for the economy to have an incentive to expand 
its output ? 
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Secretary Humpnurey. No; I donot think that is essential. 
Senator Bennerr. My sec ‘ond question: Do you believe that a little 
inflation is good for prosperity ? 
Secretary Humrpurey. I do not believe, Senator, that you can have 
just a little inflation. I think that it might result, in spite of your 
activity ; but certainly if that is your objective, you will never be able 
to control it, in my opinion. 
Senator BENNETT. You cannot have a little inflation and stability ? 
Secretary Humpnrey. I do not believe you can, and I think the 
objective should always be stability. 
Senator Bennetr. Whenever I get on this particular point of view 
of inflation, my mind always compares it with the narcotics habit. 
Secretary Humpnurey. That is it, exactly. 
Senator Bennett. The first few shots will probably produce a sense 
of well-being, but you have to keep on increasing them all the time; 
and eventually, the ordeal of getting rid of the habit must be terrible 
beyond belief. 
I would like, then, to move on to my final set of questions. 
Apparently, there is no place in our present body of Federal law in 
which this goal of price stability is explicitly stated. I have in mind 
three ideas, they are not new or not my own, which might contribute 
to this objective, and as we conclude, I should like to ask for your 
comments on them. 
First, do you think it would be useful if we sought to amend the 
Employment Act of 1946 to include among its objectives a specific 
reference to price stability and the maintenance of the purchasing 
power of the dollar? 
Secretary Humpnurey. That certainly should be an objective, and I 
see no reason why it should not be stated. But just stating it is not 
going to do it. 
Senator Bennett. No question about that, but this might be a small 
first step. 
Secretary Humpnurey. It certainly would be a statement of a 
worthy objective that could be kept in mind, but you have got to do 
a lot more than make a statement. 
Senator Bennett. That is right. 
Earlier, you have testified that you do not think there is anything 
necessarily incompatible between the goals of relatively full employ- 
ment and the stability of the dollar. 
Secretary Humpnrry. I think high employment and stability—it is 
the combination of high employment and stability that gives us our 
greatest benefits in living. 
Senator Bennett. Second, do you think it might be well to give 
careful study to the idea of amending the Federal Reserve Act to 
spell out the responsibilities of this agency in the field of price 
stability ? 
It may be that officials of the Federal Reserve Board would see no 
necessity for amending the Act. 
Secretary Humpnrey. Well, whether they do or not, I do not see 
any reason why you should not be glad at any time to state your 
objectives. 
Senator Gore was kind enough yesterday to say that I have never 
been ashamed of my own opinion, and I see no reason why you should 
not be willing to state what your objectives are. 
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But with it, let me say that I do not know that while just stating it 
is all right, that does not get the job done. 

Senator Bennerr. F inally, and this is one of those “finally’s” that 
you cannot trust, like the minister’s when he begins to move toward 
the end of his sermon, I realize that such legislation will take time. 
I have noted that the newspaper, the American Banker, in a recent 
editorial suggested that the President might make a strong declara- 
tion to the effect that the preservation of price stability through vigor- 
ous and sound monetary and fiscal policies is an affirmative goal of 
his administration. 

After your 4 years as Secretary of the Treasury and your 4 weeks 
with this committee, I would welcome your comment on this idea. 

Secretary Humpnrey. Well, the President has said it a number of 
times, and I think it would be a wholesome thing if he continued to 
say it often and loud. 

Senator Bennetr. My impression, and I could be wrong, is that 
most of his comments have been with respect to the problem of inflation 
rather than affirmatively with respect to the value of stability of the 
dollar. 

Secretary Humenurey. Weil, they go together, of course. 

Senator ‘Bennett. Yes, they do, but in a sense, the inflation prob- 
lem is the short-run problem today, and the stability is the question 
of long-range policy. 

It has been a temptation all the way along—before I go into that, 
do you have a statement here which you would like to read into the 
record which might correct me? 

Secretary Humpurey. This has just been handed here to me. Let 
me see this for a minute. 

Weare referring to a stable dollar. You spoke about that. 

Senator Bennerr. That is right. 

Secretary Humpurey. And this is very pat on that particular thing, 
this letter of transmittal of January 23, 1957, sending up the Economic 
Report: and I will just quote these few lines, not out of context, how- 
ever, but as part of it, and it is unnecessary to go further. 

Senator Bennerr. Yes. 

Secretary Humpurey (reading) : 

Government must use all practicable means to promote high levels of produc- 
tion and employment and to contribute toward achieving an expanding and 
widely shared national income earned in dollars of stable buying power. 

Senator Bennerr. Well, that is a statement, and I would hope on 
some occasion, some public occasion when he is addressing the people 
of the country, he might make an affirmative statement of this par- 
ticular policy. 

Mr. Secretary, that is the end of my prepared statement. 

T am tempted to just go back for one final review of a problem which 
was discussed yesterday. 

Yesterday, you were asked to discuss the relative impact and the 
relative value of funds for expansion raised through retained earn- 
ings, through the sale of equities, or through the creation of debt. 

‘You made the interesting observation that, actually, funds used out 
of retained earnings were equity funds. 

Secretary Houmpnrey. That is right. 

Senator Bennerr. Ordinarily, the use of the word “equity” financ- 
ing applies to the sale of new stock, or at least that has been my con- 
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cept of it, m contrast to money raised outside of the organization 
through debt. 

Maybe what I am getting is a necessary education in the meaning 
of the word “equity.” But the point I want to get at today, you related 
equity financing to the financing through retained earnings. 

Secretary Humpurey. To what? 

Senator Bennerr. To financing through retained earnings. 

Secretary Humpurey. Yes. 

Senator Bennerr. I would like for a second, with your help, to re- 
late financing through the issuance of debt securities, mortgages, 
debentures, to financing through retained earnings. 

After all, do they not come back to the same fundamental source 
of money? If I go out and borrow, let’s make me rich, let’s say | 
borrow a million dollars, I am a corporation—— 

Senator Frear. You can. 

Senator Bennerr. There is my source, you see. We have got a deal 
right now. He will loan it and I will borrow it. { Laughter. | 

If I were to go out to seek a source or sources from which I could 
borrow a million dollars, one of the first questions I would have to 
answer is, “Is your earnings position good enough to give us an assur- 
ance that this money will be paid back when it it due?” 

And does that not mean, then, that when you borrow money, you 
simply create a difference in the time pattern when that money must 
come out of earnings? 

Secretary Humpurey. Well, very broadly. But the second question 
he will ask is, “How much money have you got in your business?” 
And, I do not care what your earnings are, if you do not have any 
money in your business, you probably will not get the loan. 

Senator Bennetr. That is right. You have to demonstrate both 
adequate capital and adequate ability to repay. 

Secretary Humpnrey. That is right. 

Senator Bennett. Through all of these discussions of the problems 
of debt, through all of the discussions in this committee and other 
committees, when it has seemed that there were those who advocated 
the idea that the problems of the people could be solved if we only 
made credit easier, if we only created more bank credit, it has seemed 
to me that there has been inadequate attention paid to the job of pay- 
ing those loans back. 

And inevitably, if industry or an individual is going to accept the 
responsibility of borrowing money, he must accept the responsibility 
of paying it back. 

o is it fair to say, Mr. Secretary, that in the end, all expansion, 
whether in an individual’s own inventory of household or other fix- 
tures and supplies, or in an industry’s inventory of facilities and 
goods, must be financed out of the earnings of the company, over the 
Ton pull? 

Secretary Humenrey. I do not believe so, not necessarily. 

Let us say again that you and I are going into business, and let us 
say that—I think you can get these things awfully complicated, and, in 
fact, they are mighty simple, they are really very simple. 

Senator Bennett. That is right. 

Secretary Humrpurey. We are going to start in business, and we 
will not start on quite as big a scale as you are on, as you started on, 
but let us say that we need, you and I have an idea, we starting out 
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in business, and let us say we figure that with $25,000 we can get 
ourselves started. 

I have a little money and you have a little money, and we go around 
and we get Senator Williams and Senator Frear and Senator Flan- 
ders all to come along with us. They put in a little money, and out 
of it we raise $25,000, and we issue some stock with that. That is 
equity. Wedo not owe anybody. They cannot ask us to pay it back, 
we do not have to pay it back and never intend to pay it back. 

That money is in the business, and we intend it shall stay in the 
business as long as we will stay in business. The only way anybody 
will ever get it back is if we liquidate the business. 

But we expect to get some return, we expect the business to earn 
something and pay us some dividends on it. 

Let us say we are successful, and we go along and get started, and 
let us say we do pay ourselves some dividends so that we are all 
getting a modest return on our money. But our business is growing 
and developing, and we get the Senators together and we say, “Now, 
this year we have earned $4.” 

Let. us just say, for sake of argument, that we have $25,000 invested 
in equipment, and that we sell $25,000 worth of goods in a year. 

I will make it $100,000, just to make it even. Just to make it easy, 
let us say we have $100,000 invested in equipment and plant, and we 
sell $100,000 worth of goods in a year. And the goods, our labor and 
our materials and all the rest of it, cost us $92,000 we sold it for 
$100,000 and we have $8,000 left. 

That is not an inordinate profit, it is a reasonable profit on a turn- 
over. The first thing we have to do is to pay $5 or to pay $4 and a 
few cents, of each hundred dollars of that to the Secretary of the 
renee: he gets the first bite, and that leaves us with $4, in round 

gures. 

“Now, our business is growing, we want to expand a little, we want 
to buy some new machinery, and so we get together and we say, “Last 
year we paid $2 in dividends, but we want to spend a little money this 
year, a little extra money this year, and what we would like to do 
would be to cut down this dividend, and we will only pay $1 in 
dividend, and that will leave us $3 that we can use of this $100 to help 
pay for this new equipment.” 

But that is not enough. That does not buy enough. We all say 
we do not think we want to put in any more stock equity in the 
company; we will put in our earnings, $3 of earnings, instead of get- 
ting them in dividends, but we would like $1 in dividends or something 
for the money that is in there. 

But the rest of it, we do not want to put in. You go to the bank, Sen- 
ator, and see what you can do. You go to the bank, and the first ques- 
tion the bank asks you is what you said, “What are your earnings?” 

And the second question he asks you is the question I said, “How 
much money have you got in your business?” And if you have that 
amount of money in your business, and if you have that kind of earn- 
ings, and you want to borrow a reasonable amount of money that is a 
safe loan against that, $25,000, $50,000, some number of dollars of that 
kind, against what you have got in, you will get your loan. 

If you want to borrow a million dollars on that basis—he will turn 
you down. He will say, “You have got neither the earnings nor the 
equity,” or if you had some exceptional earnings with that equity, he 
will say you cannot have it anyhow, because he must feel sure. 
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He is lending other people’s money, the bank’s money does not be- 
long to him. It belongs to thousands of other people, and he has to be 
cautious to see that it is loaned, first, to make a return on it but, above 
all, to be sure be gets paid back, so that he will have that money paid 
back to him. 

Now, you can get awfully complicated reading about these things in 
books, but when you do it, it 1s a perfectly simple, obvious trans- 
action. 

Senator Bennerr. You feel, then, that—— 

Secretary Humpurey. Now, that is all equity, the $3 we put in is 
just the same, and it goes in alongside of the original money we put in. 

Now, that money is never going to get back to us. We do not expect 
” oor it out. We expect to get earnings on it; but not the money 

ack, 

But the money we get from the banker we have to pay back, or if we 
sell bonds. 

Senator Bennett. Yes, that is right. 

Secretary Humpurey. If Senator Carlson says he will lend us some 
money, but he does not want to invest with us 

Senator Bennerr. He wants bonds. 

Secretary Humpurey. He will end it to us, but he does not want to 
be a party to this group, he will put in his money and we have got to 
pay him back, but we will not pay John back his money. 

Resinbée Bennett. That is right. 

But eventually, the money that we have gotten from Frank has got 
to be paid back, and it has to be paid back out of our earnings. 

Secretary Humpurey. That is right. 

Senator Bennett. So eventually 

Secretary Humpurey. That is the only way we have got it. 

Senator Bennett. So the increase we have created by borrowing 
money from Frank does come out of the same source as the other, it 
comes out of our earnings. 

Secretary Humpurey. That is right. And until we get him paid 
off, the amount of dividends we can have will be reduced. 

Senator Bennetr. And at these present so-called high interest 
rates, it costs us more to borrow from Frank than it does to take the 
money from our own business. 

Secretary Humpurey. That is right. 

Senator Bennerr. Well, you have been very patient with me, and 
T appreciate the remainder of good business principles. 

I was also flattered by your statement that we were going to start 
cheaper, at lower than I started. The business which I headed be- 
fore I came here started out at bankruptcy, and you cannot get any 
lower than that. [Laughter. | 

Well, Mr. Chairman, just one final word of appreciation to the Sec- 
retary for his patience with me and all the rest of us over these weeks ; 
and an expression of our good wishes for his new activities, and the 
hope that his job will keep him just as busy, but he will not have quite 
as big a debt to worry about in the years ahead. 

Secretary Humpurey. That will be a great relief, Senator. 

I certainly greatly appreciate the privilege of being before this 
committee, and this opportunity to try to explain what it is that we 
have sought to accomplish. 
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I wish we might have done it better, but we have done the best we 
could. 

Senator Bennett. I am sure you have done it very well. 

Mr. Jenner, I think, is next. 

Senator Frear (presiding). That is right. 

Senator JENNER. Senator Douglas is passing, I understand. 

Senator Frear. I understand that is true, and the acting chairman 
will recognize the Senator from Indiana. 

Senator Jenner. Mr. Secretary, I notice among your new en- 
deavors that you are going to become interested, if you are not already 
interested, in raising racehorses. You will never see a final—— 

Secretary Humpurry. It has been a long time. 

Senator Jenner. You will never see a final eighth of a furlong on 
the home stretch any more welcome than this is going to be, and I 
am the final furlong. [ Laughter. | 

Like my colleagues, Mr. Secretary, on this committee, I have very 
much admired the Secretary’ s fortitude during this arduous ordeal. 
i admire his clarity of thinking and his frankness in giving us the 
benefit of his vast vgs ps rere 

I might add that I agree with him and I am very sorry to see him 
leave the Treasury. I, too, wish him well in his new endeavors. I 
know he will never, whatever he may be doing, give up his interest 
in the public welfare. 

Mr. Secretary, at the beginning of this inquiry, the chairman stated 
what the committee wanted to ascertain about the financial condition 
of the United States. 

He said we were going to study: 

(1) The revenue, bonded indebtedness, and interest rates on all public obli- 
gations, including contingent liabilities; 

(2) Policies and procedures employed in the management of the public debt 
and the effect thereof on credit, interest rates and the Nation’s economy and 
welfare ; and 

(3) Factors which influence the availability and distribution of credit and 
interest rates thereon as they apply to public and private debt. 

End of the quote from the chairman on June 18, 1957, transcript 
volume I, pages 1 and 2. 

[ realize, Mr. Chairman, we have wandered far afield at times from 
the objectives stated by the chairman. Nevertheless, that was sup- 
posed to be the field we were going to cover. 

We have held long and extensive hearings on those problems. 

As President Franklin D. Roosevelt once said, liberal governments 
are only too often wrecked on the rocks of loose fiscal policy. Since 
he made that statement, we have seen the governments of Germany, 
France, England, China, and many other countries suffer the shock 
and cruelty of inflation. 

Recently the Soviet Government stopped payment on the national 
debt in the hands of the people—260 billion rubles in all—and in all 
probability confiscated the savings which the Soviet. workers thought 
they had earned by their labor. 

Economic stability is likewise one of the mainstays of our national 
security. We can hardly imagine a more important task than that 
of preserving this economic stability for the years ahead. 

The Secretary has presented the basic facts and the Senators who 
preceded me have asked most of the questions I intended to raise. 
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What I will try to do now, as the junior Senator on this committee, 
is to review what has already been said. 

We have talked about inflation, the depreciation of the dollar, 
the gold situation, the Government debt, interest rates, Government 
spending. The most striking aspect of the problem seems to me to 
be that our outstanding public and private debt, according to the 
Tax Foundation— 


rose $28 billion in 1956 to reach a fabulous $684 billion, or the equivalent of 
$12,979 for every American family. 


That debt is— 


three times all the annual wages and salaries paid ail the 56 million full-time 
employees in the country. 

Our contingent liabilities are approaching the $70 billion mark 
and probably will rise some more according: to the Tax Foundation. 
How are we going to finance an emerge a recession, a war- 

I keep asking myself. I am afraid I have not found the answer yet. 

On page 131 of the transcript, the Chairman asked if we have any 
reserve to withstand a minor recession, as would occur if our national 
income droped to its 1955 level, which was a ee income year. That 
drop, it was estimated, would mean today a $ 3 billion loss in revenue 
to the Treasury—changing into a $12 ee defic it what began as a 
$1 billion surplus. 

The Secretary said he didn’t know of any nest eggs the Government 
had to meet such a situation. 

The chairman then pointed out that in his opinion we have ex- 
hausted our capacity to tax and our capacity to borrow—page 135 
of the transcript. 

Our citizens pay approximately a third of the national income in 
Federal, State and local taxes. 

We have established the fact that inflation has again become a rea! 
problem, that in the past year the dollar has declined 2 more cents 
in value—using the 1939 base. 

We have asked you to define inflation, Mr. Secretary, tell us why it 
has increased in the last year, give us your opinion on the effects of 
taxes, Government debt, private debt, Government expenditures, the 
activity of the Federal Reserve Board on such inflation. We have 
discussed the inherently inflationary unobligated balances in previous 
budgets. 

The Secretary has answered us frankly and astutely. 

My questions are simply to sum up the ideas already expressed here 
and to enable the Secretary to summarize his main points. 

It is evident that our economy produces a very high output. We 
are also saving a substantial share of that output. But we are ob- 
viously in a period of serious inflation. Half the value of the dollar 
has been eaten away since 1940. Though our taxload is excessive. 
we have difficulty refinancing our Government bonds. 

What is the explanation of these contrary forces? The key, it 
seems to me, is that something is exerting an even more tremendous 
pressure on savings than the American economy, with all its wealth, 
can meet. 

Briefly, the pressures on this savings fund comes from: 

Government demands—to finance regular Government expenditures, 
defense expenditures, domestic welfare programs and foreign aid. 
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Consumer demands—rising with wage and salary increases. 

Producer demands—responding to both Government and consumer 
spending. 

This A rs us to the principal issue in Government economic 
policy: Shall we meet these growing pressures by the historic method 
of reducing war-inflated Government spending, by paying off the 
debt, and paying higher interest rates to encourage more savings? 
Or shall we pretend there is no shortage of real capital, keep interest 
rates artificially low, and make up the deficit by “iesnasabenmeatdiliie 
factured credit, which is the present-day equivalent of printing press 
money ? 

The policy of retrenchment has never been easy. But that policy 
has been followed by our country after all its wars. 

Alexander Hamilton paid our Revolutionary War debts so our 
money would be trusted by all. 

Following the Civil War, we redeemed the greenbacks and returned 
to trustworthy money. We did the same after 1918. 

The opposite philosophy is that of permanent deficit spending, 
which would have the Government keep interest rates and profits 
artificially low, thus discouraging real savings. It would make up 
the deficit by inflated payments for grants-in-aid, socialized medicine, 
Federalized schools, and other Federal welfare spending, by expanded 
foreign aid, and artificially stimulated wage and farm payments. The 
consumers would get more dollars, but every dollar would have fewer 
cents. 

I hesitate to ask you, Mr. Secretary, any questions, but if I may I 
should like to pursue a little further the choice involved in these two 
very different kinds of Government monetary policy. 

The first question, is it correct to say that the proposals for per- 
manent deficit spending with their extreme increase in Government 
budgets, their artificially low interest rates and profits, and their in- 
difference to paying oft the debt, would bring about massive inflation ? 

Secretary Humpurey. It certainly would, Mr. Senator, and there 
is no way that I could imagine that you could bring it on to a greater 
degree than by the combination of circumstances you have outlined in 
this question. 

Senator JENNER. Second, is it correct to say that the Government, 
by creating artificial purchasing power, can pay its beneficiaries only 
by deductions from the earnings of productive workers, or by hidden 
deductions through inflation? The Government, that is, can create 
artificial jobs and purchasing power, but it cannot really pay the new 
consumers except by taking what other consumers would get? Is that 
correct or incorrect? 

Secretary Humpnrey. I think that is correct. The Government, 
in and of itself, is not creative of production, useful production for 
living, and the only way that the Government can get money to dis- 
tribute in any form, or to pay any bills with, is to take it away from 
its citizens. And the only citizens that have it are those who are pro- 
ductive either through capital investment or through activity in 
physical effort. 

Senator JENNerR. That is right, and it is more or less agreed we have 
about reached the saturation point in taking it away from the citizens. 

Secretary Humpurey. That is my opinion, as I said before. I 
think, as I have stated many times, that our taxes are too high, that 
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one of our great problems is the fact that we are continuing and have 
continued over this period, these extremely high taxes. And I think 
that our policies should be so fashioned that we will have a definite 
program to work toward, a definite objective of tax reduction in this 
country. 

Senator Jenner. A recent proposal, Mr. Chairman, of the deficit 
spending school also proposes action—necessarily Government ac- 
tion—to keep down the payments for interest and for profits. This 
will mean reduced payments for those who save money and invest it in 
production. 

It has been brought out clearly in these discussions that we have no | 
Marxian class of interest-receivers. Ownership of savings and invest- 
| ment is very widely distributed throughout the population, and at 
| present the labor unions and their pension funds constitute one of the 
largest factors in investment. 
| IT should like to turn to the use of this saving fund. Investors buy 
| machine tools, industrial plants, new freight cars. Obviously, they 
| do not buy them to put them up on the game room wall, or to hang 
as a necklace about the necks of their wives. Therefore, what are 
investors’ funds ultimately used for, except tools and equipment and 
research for new jobs? 

If the Government artificially lowers the price paid to investors 
through interest and profits, we can expect this capital fund for new 
jobs to shrink, can we not? 

Secretary Humpurey. It is just obvious, of course, that it will 
shrink, and with the shrinkage of investment capital, the productivity 
of man will decline. 

The only reason, Senator, that American citizens today have—can 
earn what they do earn, and we have the scale of living we do have, 
is because of the power and the tools that investors have put in the 
hands of the American people. 

I said 4 years ago in one of the earliest speeches I made, my hands 
are not any better as to productivity than the hands of a savage. In 
fact, the savage is probably a little stronger than I am and has a little 
more power in his hands than I have in mine. That is true of any 
ii American. 

. The savage uses his hands to do all he can to promote his scale of 
living. The American uses his hands for the same purpose, but because 
of the tools, because of the power, because of the transportation, be- 
cause of the research, because of the expert management, because of 
the planning, because of all the things that capital has provided and 

uts in the hands of the American, the scale of living of the American, 
Coonane his hands have been made so tremendously more powerful 
than the hands of a savage, you have this great disparity in what the 
savage has to live with and what the American has to live with. 
Those are the two extremes. But that same comparison could go to 
the hands of any other citizen of any other country in this world. 

Senator Jenner. Thank you, Mr. Secretary. 

Mr. Secretary, what will happen to the total volume of productive 
employment—employment not created by Government fiat—if we 
proceed to follow the policies as set up in the earlier question? 

Secretary Humpurey. Of course, it will just decline; what hap- 
pens as the Government takes money out of the capital field 
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and spends it for things that do not contribute to the permanent capi- 
tal of the country is that the permanent capital of the country is 
lessened to that degree. 

Senator JENNER. If the amount of capital per worker shrinks, what 
will happen to the real wages of American workers? If American 
workers bea only the productive capital per worker which is available 
to Indian workers, and you just made this comparison, how much 
would our wage levels differ from Indian wage levels? 

Secretary Humrurey. I did not know this question was coming, or 
I would have waited for the question. 

Senator Jenner. Is it correct that efforts to distribute American 
capital over the globe among the 2 billion or so inhabitants affect 
most markedly the American worker, who will find his real earnings 
fall, as capital is exported, nearer and nearer to the level of other 
countries ¢ 

Secretary Humpurey. Well, that is a much more difficult question. 
It is perfectly true that, to the extent that our capital is exported, 
that capital is not available for use in investment in America. On 
the other hand, we live in a world where time and distance have been 
tremendously limited as of late years, and it goes on every day and 
gets smaller and smaller. That means that we are in closer contact, 
not only for the benefit of trade, but for the fear of attack. 

Our great protections of 50 years or a hundred years ago, these 
tremendous oceans which surround us, have been eliminated. The 
oceans, so far as transportation is concerned, are dried up. We can 
cross them in a few hours. So that we are subjected to a greater 
fear of attack from without than we ever have been—than we were 
a number of years ago. That means that, as long as there is a fear 
of attack, we have to be more watchful of our own posture of defense 
against that attack. And, I believe the surest protection against at- 
tack—the best assurance we have of protection—is that we maintain 
an adequate posture of defense, so that nobody will try it. Now, the 
same thing applies to a certain expanded 

Senator JENNER. You are talking primarily there of defense, but 
when you get into the other fields, of cotton production in Japan, and 
the Volkswagen production of automobiles in Germany, and so forth, 
what is going to happen to the real wage earners of America if that 
continues ? 

Secretary Humpnrey. Well, I am just coming to that, Senator, from 
the trade point of view, from the economic point of view. 

Senator JENNER. Yes, sir. 

Secretary Humpurey. It works two ways. In the first place, be- 
cause of this shrinkage of the globe, our markets can expand. The 
markets for American goods can expand. They are expanding. We 
are shipping more and more goods to other parts of the world. 

Now, there are two things to a trade, and vou always have got to 
remember it. It does not do you any good for me to sell you some 
goods unless I get paid for the goods. There is no market for goods 
among a lot of people who cannot pay for them. So that if you—if 
in the world there are large areas where they cannot pay for anything, 
until they are able to earn some money and are able to pay something, 
they are no market for us. 
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Now, you can say, “What good does it do to give them the money 
to pay you back?” Or they either buy stuff bac k with the mone y you 
have given them or buy it from somebody else. 

It does not do any good unless it is an assistance, and within a 
limited amount, a limited amount. These things are all relative. 
They can all be grossly overdone, any any possible benefits can be 
lost by greater detriments. 

But, if we can encourage a proper extent and, within the limit of 
our means, the development of areas that can become customers of ours, 
we can further expand our trade. And perhaps the amount that we 
originally offered to get them started will come back many times by 
virtue of subsequent trade. 

Senator JENNER. Well, you say within limited amounts. I think 
the figures are out since World War II, for economic aid and so forth, 
all over the 4 corners of the earth, around $60 billion. 

Secretary Humpurry. I think, in all fairness, Senator, you have to 
divide that into two classes. We did two things. We thought the 
wise—and whether it was or not, I do not pretend to say at the 
moment 

Senator Jenner. The point I am trying to get at is: What is the 
limit you think ? 

Secretary Humpurey. Here is the point: I think we most ‘divide 
the figures in two classes. We did two things. The first thing we did 
was to decide it was wise and desirable to rehabilitate war damage. 
The destruction of war, among a great group of people who had had 
functioning societies, who were customers as well as suppliers of ours 
was very great. We thought it was well to help rebuild them and 
give them a fresh start in life. Now, that took a lot of money and 
that was one function. 

Now, then, what we are doing today; we are not now rebuilding war 
damage. What we are doing today, and what our foreign funds are 
going for today, is for the development of peoples for two purposes : 
I am not saying whether it is being accomplished or not, but the 
objectives are two. 

One is to aid our security by developing these people into better 
»ositions and maintaining them in our sphere of influence, rather than 
in the other sphere of influence. And the second is the hope they 
will eventually develop into permanent and satisfactory markets. 

Now, the amount of money spent for this latter activity is something 
that I believe ver definitely is a limited amount of money that must 
be carefully wittbel. carefully limited, and we must be very wise in 
its expenditure in order to get the best results. 

Senator Jenner. In other words, what really concerns me, when we 
stop to think, we have a Federal debt probably larger than ‘all of the 

nations combined that we are trying to help in the way you have just 
described. 

Secretary Humpurey. No doubt about that. 

Senator Jenner. Two hundred seventy-five billion dollars Federal 
debt; we have a Government contingent liability of around $250 bil- 
lion, I think it is. We have a corporate indebtedness of $257 billion. 
We have a local and municipal debt of $50 billion. We have an in- 
dividual debt of $213 billion. And that is over a trillion dollars. 
What is the limit that one group of people can carry for the rest of 
the world; that is my point. 
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Secretary Humpurey. Well, I wish I knew. Ido not know. 

Senator JenNER. We will go into another subject. Is it desirable 
to retain the present plan of giving the Federal Government a 
monopoly of all investment funds of the social-security system, par- 
ticularly when Government is taking the money as received and 
spending it for general Government expenses? Do not those who 
have contributed this money have a right to put their money where 
it will bring the highest safe return ? 

Secretary Humpurey. Well, I think I can only answer that ques- 
tion, or best answer that question in this way: I have said this before; 
when I first came down here, I was talking to a business friend, who 
said to me, “The people pay money into these funds. You collect 
money from them and take it from funds or pensions for social 
security and so forth. 1 am told that what you do is that, the minute 
that money gets in there, you take that money all out and spend it 
for your general purposes, and you just stick an I O U in the box and 
that all you have got in the box there, in the fund, are a lot of your 
IO U's.” 

Senator Jenner. That is not true. We buy bonds with them; do 
we not? 

Secretary Humrenrey. Well, a bond is an LOU. 

Senator Jenner. Of course. 

Secretary Humpurey. It is a Government bond 

Senator JenNeER. Sure. 

Secretary Humpnurery. Which is an IOU. 

And I said, “Yes, that is true.” 

“Well,” he said, “that is stealing, is it not? You are just about steal- 
ing, are you not?” 

And I said “No, I do not think we are.” I said, “Your company has 
a pension fund, has it not?” 

He said, “Yes, it has.” 

“Well,” I said, “you try to protect that the best you can, do you 
not ?” 

And he said, “Yes, I do.” 

[ said, “What have you got it invested in?” 

He said, “We have got our pension fund invested in Government 
bonds.” 

I said, “So have we.” 

Senator Jenner. LOU’s. 

Secretary Humenrey. That is about the best answer I can give you. 

Senator JENNER. But it is still LOU; is it not? 

Secretary Humenrey. It is still an LOU. 

Senator Jenner. It has to be paid. 

Secretary Humpnurey. That is right. 

Senator Jenner. Would it not have good political and economic 
effects if the Government had to bid for social insurance trust funds 
by putting its fiscal house in order, and offering competitive rates, 
rather than having a monopoly in these funds by law? 

Secretary Humeurey. Somebody has to determine what this money 
is put in. And, very frankly, in spite of all that we have heard and 
all the questions—and they are all proper questions and proper 
matters of concern—I think a promise to pay of the United States 
Government is the best investment in the world, the most secure, 
the safest investment. 
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It may not pay the highest return. It may not appreciate in value. 
It may even depreciate temporarily in value. [I still think it is the 
safest place you can put your money in all the world. 

Senator Jenner. If we can control inflation. 

Secretary Humpurey. If we run our business like we ought to, yes. 

Senator Jenner. It has been said that we must keep taxes high in 
time of inflation because high taxes help control inflation. Would not 
tax cuts increase the supply of savings? When there is a shortage of 
savings, is it not just as inflationary for the Government to be compet- 
ing for goods and services as it would be if individuals kept their 
own money ? 

Secretary Humpnrey. Well, now, you asked two questions there, 
and I will answer them, first, one, and then the other. 

Would not tax cuts increase the supply of savings? Yes, there is no 
doubt about it. And that is why I have said and continue to say that 
I think our policy should be so fashioned that we will have tax cuts, 
not one, but successive tax cuts just as soon as we can control our ex- 
penses sufficiently so that we have an excess of income with which to 
pay for them. And those tax cuts should be made and the money put 
back in the hands of the people for them to spend and to save, and 
they will save more if there are tax cuts. 

Now, the second thing you asked is this: Is it not just as inflationary 
for the Government to be competing for goods and services as it 
would be if individuals kept their own money? It is more so. The 
Government expenditures, as I said yesterday, I believe, it was to— 
I do not remember which Senator it was. 

Senator Jenner. Senator Gore, I think. 

Secretary Humrurey. To Senator Gore, I believe. The most in- 
flationary money that is spent is the Government’s money that is spent 
for security. On the other hand, it is an essential expenditure. And 
the greatest problem we have, Senator, I think the greatest problem 
facing this country is the problem of trying to balance what it is 
absolutely necessary to spend to maintain an adequate posture of 
defense and still not have too much collection in taxes, and too much 
inflation that we cannot handle. 

Senator Jenner. My last question is, if interest rates were kept 
artificially low, how would the picture change ¢ 

Secretary Humpurey. Well, when you introduce artificialities into 
your economic system, wherever it is, you cause imbalances, and one 
artificiality leads to another, and the only way, if you are going to 
artificially keep your interest down, it means you artificially expand 
your credit, and as you do that you artificially depress your currency. 
And as you do that, you run into wild inflation unless you then go 
in and artificially control by physical laws and policemen and one 
thing and another, the amount of money that people can spend, and 
take away from the Americans their freedom of choice. The most 
precious thing that any American has in his freedom of choice to buy 
what he wants to buy, to go where he wants to go, to work where he 
wants to work, to do the things he wants to do, that he thinks are 
best for him and his family to promote their own better life. 

Now, when you start curtailing in one place, you are going to wind 
up curtailing them all along the line. 

Senator Jenner. In conclusion, Mr. Chairman, Mr, Secretary, you 
have clearly shown that this matter of inflation is not a party matter, 
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that it affects our fiscal sanity, and the economic health of every part 
of our economy. It affects every person living in our country. 

We have talked about inflation, depreciation of the dollar, Gov- 
ernment debt, interest rates, Government spending. We have talked 
of higher, lower interest rates, but they are only an indicator showin 
which of two very different directions our country shall take in all o 
its monetary and credit policies. 

There is no question about it, we are on an economic tightrope. 
Any slack in that rope at this critical time could destroy our country. 
It is not enough to Gave monetary policies of Government. Every 
man and woman in the country must be concerned, labor, business, 
and agriculture, everyone must do his part to help keep our economy 
sound. We talk about monetary policy because it is the key to the 
future economic growth, political stability and military security of 
our country. 

We all recognize the strain and stresses of a high-interest-rate pol- 
icy. They are real, and they are serious. But, Mr. Secretary, you 
have shown clearly that high interest rates are the only honest policy, 
the only safe policy, the only policy which truly benefits all of the 
people of our country. 

We all know from recent history the collapse of all values that 
follow prolonged inflation. For myself, I have no doubt about the 
choice which confronts me. If it is to be inflation or high interest, 
I will take high interest. I fully agree with you, Mr. Secretary, 
on this issue. I endorse wholeheartedly the brilliant leadership of 
our distinguished Secretary of the Treasury in his efforts to protect 
our national credit, and put a firm foundation under our economic life 
and our military strength. 

Thank you, Mr. Secretary. You have been very patient. And 
thank you, Mr. Chairman. 

That concludes my questions. 

Secretary Humpurey. Thank you, Mr. Senator, very much, indeed. 
I appreciate it very much. 

The CHarrman. Mr. Secretary, your trials have come to an end. 

As your testimony concludes as Secretary of the Treasury, I want 
to express to you the appreciation of this committee for your coopera- 
tion, your patience, and the forthright answers you have given to 
the questions propounded to you. 

You have promptly supplied a great mass of detailed and enlight- 
ening information for the record. I believe your testimony and the 
opinions you have expressed in answer to the questions propounded 
by the members of the committee have provided an excellent begin- 
ning to the examination of the financial conditions of the United 
States which this committee has undertaken. 

I am aware of criticism voiced by at least one Member of the 
Senate, who is not a2 member of the committee, even as the study is 
just beginning, that these hearings have been a failure, and that the 
jurisdiction of the Finance Committee has been questioned. 

I merely want to say that no committee in the Senate has respon- 
sibility for the matters concerned in this investigation as great as the 
Senate Finance Committee. Our committee has the responsibility 
for the public debt, determining the rates of interest to be paid on 
Federal obligations, and recommending Federal debt limitations, It 
has the responsibility for raising the revenue necessary to pay the 
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Federal obligations as enacted by Congress, including obligations in- 
curred in the past. 

It is directly concerned in interest rates, as the Federal Government 
is the largest borrower in the world. It has a direct concern with 
inflation because the Federal Government is the largest purchaser of 

oods and services, and, as prices increase, it becomes necessary to 
Increase the tax revenue. 

It likewise has responsibility for tariffs and customs, which have a 
direct bearing on economic conditions. 

The resolution under which the committee is conducting the hear- 
ings, if I may now repeat, calls for an examination of : 

(1) The revenue, bonded indebtedness, and interest rates on all 
public obligations, including contingent liabilities ; 

(2) Policies and procedures employed in the management of the 
ublic debt and the effect thereof on credit, interest rates and the 
ation’s economy and welfare; and 

(3) Factors which influence the availability and distribution of 
credit and interest rates thereon as they apply to public and private 
debt. 

This committee is concerned also over possible results of a recession, 
even though it may be in minor one. It was developed by your testi- 
mony and by calculations of the Joint Committee on Internal Revenue 
Taxation that should economic conditions revert to 1955, just 2 years 
ago, under the existing taxes, a deficit of $12 billion would occur. 

You stated, I believe, that to revert to a national income on a basis of 
1955 would not be regarded by you as a major recession; yet a deficit 
of $12 billion coming at this time, especially in the light of the infla- 
tion, now so actively increasing, would create a very bad situation. 

I am even more convinced now than I was at the beginning of your 
testimony that inflation is the most serious internal problem in our 
country today. Had this renewed inflation started with a 100-cent 
dollar, the danger would not be so great. But it is alarming to note 
the fact that 48 cents of the 1939 dollar was lost up to 1953; in 1954, 
1955, and 1956, the value of the dollar was stable; in early 1956, infla- 
tion started again, causing a loss of 2 cents on the basis of the 1939 
dollar, or 4 percent of the present dollar, between April 1956 and 
April 1957. As of April, 1957, the dollar value, as compared to 1939, 
was 49.8 cents. 

I am informed by qualified experts that in May and June and July, 
percentagewise, the inflation has continued to increase. 

We all know the terrible consequences of inflation, not only in prop- 
erty values but in the destruction of the democratic form of govern- 
ment. No democratic government can survive with a badly impaired 
currency. If we continue to debase the value of the American dollar, 
it is certain that the results will be disastrous. 

The causes for this new inflation have not yet been clearly shown, 
‘t was not due in the past year tc deficit spending as it was in the 
1940’s, when we had heavy deficit spending tor 2 period of years. It 
was not due in this period to increases in wages above productivity, 
because in the period from April 1956 to April 1957, these increases, I 
am informed, were not excessive. 

It is apparently not due to the conditions that debased the value of 
the dollar between 1939 and 1952. 
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The problem is to find the causes of this new inflation and then take 
the necessary measures to stop it before disaster occurs. 

This committee is diligently attempting to discharge its responsibil- 
ities and to do so objectively in the light of conditions and testimony 
given by you and to be given by other distinguished witnesses who 
will follow. 

It has been my privilege, Mr. Secretary, to serve with you closely 
during your 5 years of service as Secretary of the Treasury. We have 
had our differences and some have been rather sharp, but I have a 
great admiration for your ability and your high patriotism, and this 
close association with you has been a great privilege. 

I regret that you are leaving the public service, and wish you much 
contentment and happiness in whatever work you may undertake. 

The committee wishes to note that you have testified on 14 days 
since the hearings were started on June 18, and that your interroga- 
tion has covered nearly 1,500 pages. 

The chairman has not checked the record, but your examination 
must be among the most exhaustive. I am advised unofficially the 
former Secretary of the Army Stevens also was on the witness stand 
14 days, in an examination of some television fame earlier in this 
administration. 

This examination is into one of the most serious problems facing 
the American people. The Senate Finance Committee does not in- 
tend it to be a three-ring circus. We intend to be objective and non- 
political, so far as possible, and the members of the committee have 
taken their obligations seriously, and have framed their examina- 
tions accordingly. 

I am proud of the manner in which these complex and difficult 
matters have been brought before you, the committee, and the public. 

Fourteen members of the committee have examined you on all 
aspects of the problem, and I believe they have exhausted your official 
and personal knowledge of the situation confronting us. 

Senator Bennett. As well as the witness. 

The Cuatrman. If the witness does not think they have, then we 
can have a few more days. [Laughter. ] 

As chairman of the Senate Finance Committee, I am glad to have 
the opportunity to make this statement today, because this is per- 
haps your last appearance before the committee as Secretary of the 
Treasury. 

It is possible the committee will want your counsel as times goes 
on, and, if so, I know you will be glad to appear whenever requested. 

So I bid you good day, but not goodby. 

Secretary Humpnrey. Mr. Chairman, I would be entirely out of 
character if I did not say that I was very glad that this examination 
is terminated, at least for the present. And, of course, I will make 
myself available in the future, probably not in the capacity in which I 
am now here, as long as this committee is active and wants anything 
that I can contribute. 

I should like to say this: This has been a long hearing, and it was 
an exhausting hearing; but while it was exhausting of your physical 
resources, it was also, as you pointed out, exhausting the subject. 

And I agree with you that there is no subject, no subject, that is as 
important to the American people as the subject you were discussing, 
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which is, in its broadest aspects, the fiscal and monetary policies of this 
Government, and what is required. 

_ And you are blazing new trails. We are going to blaze new trails 
in the future. There never has been any country in the history of the 
world which has owed as much money as we have. The effect of this 
debt, the effect of our obligations, the effect of the degree of taxation 
to which we have been submitting ourselves, are things that nobody 
knows where they will land or how they can best be handled. 

So that, whether I am here or whether I am not here—and I just 
want to say in that context that, while I again would be out of char- 
acter if I did not say that I am looking forward to the things that I 
am going to do when I leave here, these 444 years have been the most 
rewarding and the most interesting years of my life. Any associa- 
tion with you, Mr, Chairman, and with the members of this committee, 
with whom we have worked just as closely and, I think, just as agree- 
ably, I think, as it would be possible to do, is one of the very fine 
things that has pappenen to me in SNR I am glad to have 
been able to seek the counsel and have the benefit of the advice that 
you and your associates have given. 

Now, I hope that this investigation will continue and, despite its 
length and despite all the things which have been said about it, I just 
want to compliment you and the members of this committee on the 
fact that, brushing aside the little things: the objective of this investi- 
gation has been to try to probe into these extremely difficult things 
that we do not any of us know exactly how they are going to work, 
and to try to decide how best really to do it, what is best for America. 

I hope your committee will continue along the same lines. I am 
sure you will make some progress. And if there is anything I can do 
to be helpful, I am at your service. 

The Cuarrman. We certainly thank you very much, Mr. Secretary. 

Any further questions? 

(No response. ) : J 

The Cuarrman. If not, the committee stands adjourned. 

(Statement subsequently submitted by Secretary Humphrey in 
response to Senator Anderson’s question on p. 586 relating to the 
acquisition of corporate property principally for the purpose of tax 
evasion or avoidance:) 

In addition to strengthening the general provisions of the tax law disallowing 
deductions not otherwise available to the taxpayer where another corporation or 
its property is acquired principally for purposes of tax evasion or avoidance, the 
Internal Revenue Code of 1954 also introduced specific limitations to check abuse 
of the net operating loss carryover in accordance with recommendations of the 
Treasury Department. Under section 382 of the 1954 Code, a loss carryover is 
completely eliminated if 50 percent or more of the stock of a corporation is acquired 
by purchase in 2 years and the corporation does not continue the business which 
resulted in the loss. In tax-free reorganizations, if shareholders of the loss corpora- 
tion acquire less than 20 percent of the stock of the new corporation, the loss 
carryover is reduced proportionately. Thus, if they acquire 10 percent of the 
stock, only 50 percent of the carryover is available to the successor corporation. 

In its recent decision in the Libson case (Libson Shops, Inc. v. Koehler, 353 
U. 8. 382) the Supreme Court, ruling under the pre-1954 provisions, disallowed 
tax-loss benefits where a merger was arranged to obtain a tax deduction for pre- 
merger losses. Similar cases have not yet been litigated under the strengthened 
1954 provisions. However, it seems clear that these provisions have operated to 
discourage the acquisition and absorption of companies merely to take over their 
tax losses in a number of other situations, not involving public litigation. 

(Whereupon, at 11:30 a. m., the committee adjourned, subject to the 
call of the Chair.) 


Xx 








